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APPENDIX 

Report by the Permanent Subcommittee on Investigations Majority and Mi- 
nority Staff entitled “JPMorgan Chase Whale Trades: A Case History of 
Derivatives Risks and Abuses,” March 15, 2013 150 


EXHIBIT LIST 


1. a. Growth of Synthetic Credit Portfolio, chart prepared by the Permanent 

Subcommittee on Investigations 511 

b. Synthetic Credit Portfolio Daily Profits and Losses, chart prepared 

by the Permanent Subcommittee on Investigations 512 

c. Synthetic Credit Portfolio Aggregate Profits and Losses, chart prepared 

by the Permanent Subcommittee on Investigations 513 

d. Synthetic Credit Portfolio Risk Limit Breaches, chart prepared by the 

Permanent Subcommittee on Investigations 514 

e. Value-at-Risk for the CIO (lOQ VaR), chart prepared by the Perma- 
nent Subcommitteeon Investigations 515 

f. Inaccurate Public Statements on April 13, 2012, chart prepared by 

the Permanent Subcommittee on Investigations 516 

g. Synthetic Credit Portfolio Internal Profits and Loss Reports, January- 

May 2012, chart prepared by the Permanent Subcommittee on Inves- 
tigations 517 

h. 2011 CIO Compensation vs. Investment Bank Comparables, chart pre- 
pared by the Permanent Subcommittee on Investigations 518 

i. Timeline: Key Events in JPMorgan Chase Whale Trades, chart pre- 
pared by the Permanent Subcommittee on Investigations 519 

2. JPMorgan Chase presentation slides. Chief Investment Office — Organiza- 
tion, April 2012. [JPM-CIO-PSI 0001875-876, 879-880, 885] 522 


Documents Related to Inereasing Risk: 

3. Testimony of Jamie Dimon, Chairman & CEO of JPMorgan Chase & 
Co., before the Senate Committee on Banking, Housing and Urban Af- 
fairs, June 13, 2012 (This strategy, however, ended up creating a portfolio 
that was larger and ultimately resulted in even more complex and hard- 
to-manage risks. This portfolio morphed into something that, rather than 


protect the Firm, created new and potentially larger risks.) 527 

4. JPMorgan Chase/OCC internal email, dated July 2012, re: CIO: Response 

to Regulator Requests on NBIA, Risk Tolerance and Follow-up VaR model 
questions, attaching Chief Investment Office New Business Initiative Ap- 
proval Executive Summary. [OCC-SPI-00081611 and Excerpt of OCC- 
SPI-00081631] 531 

5. JPMorgan Chase & Co. Audit Department Report, CIO Global Credit 
Trading (Chief Investment Office (CIO) credit trading activities com- 
menced in 2006 and are proprietary position strategies executed on credit 

and asset backed indices.). [JPM-CIO-PSI-H 0006022-023] 553 

6. JPMorgan Chase Summary of Positions (01/03/2011 — $4 billion; 12/30/ 

2011—151 billion; 03/30/2012— $157 billion). [JPM-CIO-PSI 0037609] 555 

7. JPMorgan Chase internal emails, dated January 2012, re: International 

Credit Consolidated P&L 09 Jan-2012 (Let’s review the unwind plan 
to maximize p 1. We may have a tad more room on rwa. Pis schedule 
asap.). [JPM-CIO-PSI 0000075-078] 556 

8. JPMorgan Chase internal emails, dated January 2012, re: Meeting mate- 

rials for 11am meeting attaching J.P. Morgan Core Credit Book High- 
lights, January 2012. (As of COB 16th January 2012 the CIO calculated 
Core Credit Book RWA was USD20.9bln; This compares to average 
USD40.3bln RWA for December 2011 provided by QR). [JPM-CIO-PSI 
0000098-101] 560 

9. JPMorgan Chase internal email, dated January 2012, re: Credit book 

Decision Table — Scenario clarification (The fourth scenario is our Target 
scenario and the one we are hoping to implement again by midyear.). 
[JPM-CIO-PSI 0000105-106] 564 

10. JPMorgan Chase internal email, dated January 2012, re: credit book 
last version, attaching J.P.Morgan Core Credit Book Highlights, January 
2012. (The trade that makes sense.). [JPM-CIO-PSI 0000159-173] 566 
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11. JPMorgan Chase internal emails, dated January 2012, re: update on 

core credit book (the only one I see is to stay as we are and let the 
book simply die. That we should take some hits because the markets 
might create noise in the P&L is a certain reality. Yet, the eontrol of 
the drawdown now is generating issues that make the book only bigger 
than notional.). [JPM-CIO-PSI 0001223] 581 

12. JPMorgan Chase internal email, dated January 2012, re: update on core 
credit book (. . . nationals become scary and upside is limited unless 
we have really unexpected scenarios. In the meantime, we face larger 
and larger drawdown pressure versus the risk due to notional increases. 

Please let me know the course of action I should take here.). [JPM- 


CIO-PSI 0001766] 582 

13. JPMorgan Chase internal email, dated January 2012, re: hello, quiek 


but on realistic level. * * * I went I to ISMG and advised that we 
set the book for long risk carry the time for us to see whether we really 
need to fight in mars.). [JPM-CIO-PSI 0001229] 583 

14. JPMorgan Chase internal emails, dated January 2012, re: Core book 

p&l drawdown and main exposures (The current strategy doesn’t seem 
to work-out. . . . the book doesn’t behave as intended.). [JPM-CIO-PSI 
0000221-223] 584 

15. JPMorgan Chase internal email, dated March 2012, re: priorities (If we 

need to [ajctually reduce the book, we will not be able to defend our 
positions. ... We need to win on the methodology and then the diver- 
sification.). [JPM-CIO-PSI 0001219] 587 

16. a. JPMorgan Chase internal email, dated March 2012 re: CIO Core Cred- 

it P&L Predict [20 Mar]: -$39,686k (dly) -$275,424k (ytd). (. . . the 
lag in P&L is material ($600S00M).). [JPM-CIO-PSI 0016487-489] ... 588 
b. JPMorgan Chase internal email, dated March 2012 re: International 
Credit Consolidated P&L 20-Mar-2012 (. . . the lag in P&L is mate- 
rial ($600-800M).). [JPM-CIO-PSI 0019474-486] 591 


17. JPMorgan Chase Transcript of Call, March 2012, between Martin-Artajo 
and Iksil, (. . . that’s why I tried sending this P&L I sent also the 
comments it came from Julien but I wrote it, where I said OK you 
know we take this loss, we are maintaining long risk where we have 
to be, the rally is on IG but guess what you know it’s lagging so much 
that actually we have to show loss, and I explained that this is a lag 


that keeps going, that amounts to a potential of 800 bucks. . . .). [JPM- 
CIO-PSI-H 0006392-400] 594 

18. JPMorgan Chase internal email, dated March 2012 re: CIO Core Credit 

P&L Predict [22 Mar]: +$82k (dly) -$276, 990k (ytd). (Today we sold 
protection. . . .). [JPM-CIO-PSI 0016499-501] 603 

19. JPMorgan Chase internal emails, dated March 2012 re: I would like 
to understand the increase in positions in credit (Ina is freaking — really! 

Call me). [JPM-CIO-PSI 0000410-412] 606 

20. JPMorgan Chase transcript of instant message dated March 23, 2012 
(Bruno Iksil: this year for the first time, achilles started thinking i could 
be of use other than to make money . . . just to protect the whole group 

7 j 7 J. j7_ _ 7 7 yj. I 7 7 j^7.*_ •_ '± \ F TT»1V T 


CIO-PSI 0001240-246] 609 

21. JPMorgan Chase transcript of instant message dated March 23, 2012 
(Bruno Iksil: . . .1 am going to be hauled over the eoals * * * you don’t 
lose 500M without consequences . . .). [JPM-CIO-PSI-H 0006438, 450- 

464] 616 

22. JPMorgan Chase internal email, dated March 2012 re: Tranche Plan 

(Now that we have the new RWA increase, Ina would like to discuss 
the forward plan for reduetion. She does not want any trades exeeuted 
until we all discuss it.). [JPM-CIO-PSI 0001267] 632 

23. JPMorgan Chase internal emails, dated March 2012, re: synthetic credit — 

crisis action plan (Clearly, we are in a crisis mode on this.). [JPM- 
CIO-PSI 0001220-222] 633 

24. a. ‘London Whale’ Rattles Debt Market, April 6, 2012, The Wall Street 

Journal 636 

b. JPMorgan Trader’s Positions Said to Distort Credit Indexes, April 

6, 2012, Bloomberg 638 

25. JPMorgan Chase internal emaisl, dated April 2012, re: Credit (A bit 

more than we thought). [JPM-CIO-PSI-H 0002276] 641 
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26. JPMorgan Chase internal email, dated April 2012, re: Net positions vs 

average trading volumes (The below table shows that CDX.IG.9 net posi- 
tion for CIO is $82.2bio, which is approximately 10-15 days of 100% 
of trading volume based on the Im avg volume published by JPMorgan 
Research. ITX.9 net position for CIO is $35bio, which is approximately 
8-12 days of 100% trading volume based on the Im avg volume.). [JPM- 
CIO-PSI 0001026-027] 642 

27. OCC internal emails, dated May 2012, re: CIO call with Mike Brosnan 

(They took up a strategy to reduce their make believe voodoo magic “Com- 
posite Hedge." ...). [OCC-SPl-00021602-e04] 644 

Documents Related to Hiding Losses: 

28. Grout Spreadsheet, March 12-16, 2012. [JPM-CIO-PSI-H 00002812] 647 

29. JPMorgan Chase internal emails, dated March 2012, re: update on Core 

PNL (The divergence has increased to 300 now). [JPM-CIO 0003475] 648 

30. JPMorgan Chase internal emails, dated March 2012, re: Synthetic Book — 
URGENT (Option B: we settle with the IB .. . and have an impact 

on PIL that could be as large as -350MM.). [JPM-CIO-PSI 0000416] 649 

31. JPMorgan Chase internal emails, dated April 2012, re: update (. . . if 
we exclude very adverse marks to our book the potential loss due to 
market moves or any economic scenario . . . would not exceed . . . -200 

MM USD. . . .). [JPM-CIO-PSI 0001429] 650 

32. a. JPMorgan Chase transcript of call between Julien Grout and Bruno 

Iksil, dated March 16, 2012 (I can’t keep this going, we do a one- 
off at the end of the month to remain calm. * * * I don’t know where 
he wants to stop, but it’s getting idiotic.). [JPM-CIO-PSI-H 0003820- 


822] 651 

b. JPMorgan Chase transcript of instant message dated March 16, 2012 

(it is 300 now 1000 for month end? ouch well that is the pace). 
[JPM-CIO-PSI-H 0003815-819] 654 

c. Transcript of Audio Recording Produced to the Permanent Sub- 

committee on Investigations, call between Javier Martin-Artajo, Ina 
Drew, and Gina Serpico. Undated (likely April 2012) (Ms. Drew: It’s 
absolutely fine to stay conservative, but it would be helpful, if appro- 
priate, to get, to start getting a little bit of that mark back.). [JPM- 
CIO-PSI-A 0000076.wav 659 

d. JPMorgan Chase transcript of call between Javier Martin-Artajo and 
Alistair Webster, dated May 8, 2012 (So then when, if we roll forward 
to March, if the front office marks had migrated ... to the aggressive 
side, most of them, not all of them, to the aggressive side, but they’ve 
also migrated from either mid to somewhere close to being at the, 

you know, the bounds of the bid or offer.). [JPM-CIO 0003631-636] 662 

33. JPMorgan Chase internal email, dated April 2012, re: CIO Core Credit 
P&L Predict (10 Apr]: -$5,711k (dly) ^626,834k (ytd) (Daily P&L: 
-$5,710,991* * * Daily P&L: -$394,735,120). [JPM-CIO 0003570-576] .. 668 

34. a. JPMorgan Chase internal emails, dated April 2012, re: Credit Index 

and Tranche Book (. . . CIO FO marked their book at the most advan- 
tageous levels. . . .). [JPM-CIO-PSI-H 0006636-639] 675 

b. JPMorgan Chase internal emails, dated April 2012, re: URGENT ::: 

Huge Difference for iTraxx & CDX (The desk marked the book at 
the boundary of the bid ! offer spread. . . .j. [JPM-CIO 0003582-3587] 679 

35. JPMorgan Chase internal emails, dated April 2012, re: Collateral Dis- 
putes (This isn’t a good sign on our valuation process. ... I am going 

to dig further.). [JPM-CIO-PSI-H 0000108-109] 685 

36. JPMorgan Chase internal memorandum, dated May 2012, re: Firm’s re- 

view of the valuation of its CIO EMEA credit portfolio in light of the 
current market conditions and dislocation that occurred in April 2012. 
[JPM-CIO-PSI-H 0006730-747] 687 


Documents Related to Disregarding Limits: 

Overview and Organization: 

37. J.P. Morgan slide presentation. Market Risk Limits, March 2012. (Busi- 
ness Unit must take immediate steps toward reducing its exposure to 
be within the limit, unless a One-off Approval is granted by all Grantors 
and Grantees of limits) [OCC-SPI-00117682] 


705 
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38. Document prepared by Bruno Iksil, including excerpts of JPMorgan 

Chase internal emails December 2011-March 2012. [JPM-CIO-PSI 
0021879-917] 709 

39. JPMorgan Chase internal emails, dated May 2012, re: Information needed 

(. . . please find the CIO excessions attached.). [JPM-CIO-PSI-H 
0000627-636] 748 


VaR Models and Limits: 

40. JPMorgan Chase internal emails, dated January 2012, re: JPMC 
Firmwide VaR — Daily Update — COB 0110912012 (Pat’s model is in line 
with the 70 VAR and has a much better explanation for these changes. 
Hopefully we get this approved as we speak.). [JPM-CIO-PSI 0000093- 


097] 758 

41. JPMorgan Chase internal emails, dated January 2012, re: Breach of 

firm var (Below please find details of the VaR limit breach. The VaR 
increase is driven by Core Credit (tranche) in EMEA. The VaR has in- 
creased steadily since the end of December as positions in CDX.HY on- 
the-run indices have been added to the portfolio to balance the book, 
which has been taken longer risk. . . .). [JPM-CIO-PSI 0000141-145] 763 

42. JPMorgan Chase internal email, dated January 2012, re:CIO VaR (FYI. 

Dual plan ... as discussed keep the pressure on our friends in Model 
Validation and QR.). [JPM-CIO-PSI 0000151] 768 


43. JPMorgan Chase internal emails, dated January 2012, re: CIO VaR 

heads up and update (Importantly, for the same COB 26 January, the 
*newlfull revaluation methodhlogy* shows VaR decreased ($1.3MM) from 
70.8mm to 69.5mm. I estimate that this would make CIO global VAR 
closer to $76MM vs. the currently reported number >$115. We anticipate 
final approval on Monday and that the *new methodology should become 
the official firm submission from Monday, for 27 Jan COB.* Limit issues 
should therefore cease beginning from Monday.). [JPM-CIO-PSI 
0000177-179] 769 

44. JPMorgan Chase internal emails, dated January 2012, re: draft of the 

MRG review of the HVAR methodology for the CIO core credit books 
(Operational Risk — The VaR computation is currently done off spread- 
sheets using a manual process. Thus it is error prone, and not easily 
scalable. * * * ACTION PLAN: CIO should re-examine the data quality 
and explore alternative data sources. For days with large discrepancies 
between dealer marks and IB marks, the integrity of the data used for 
HVAR calculation should be verified. * * * Please go ahead with the 
implementation of the new HVaR methodology for the CIO credit books.). 
[JPM-CIO-PSI 0000187-191] 772 

45. JPMorgan Chase internal emails, dated April 2012, re: CIO VaR (FYI — 
we discovered an issue related to the VAR market data used in the 
calculation which we need to discuss. This means our reported standalone 
var for the five business days in the period 10-16th April was understated 

by apprx $10mm.). [JPM-CIO-PSI 0001205] 777 

RWA, CRM and Optimization: 

46. JPMorgan Chase internal emails, dated December 2011, re: RWA — 
Tranche Book (The estimates of reductions will be: Model reduction QR 
CRM (acknofwjledged already) 5 [billion] (Pat estimate); Model reduction 
QR VAR 0.5 [billion] (Pat estimate); Model Reduction QR Stress 1.5 


[billion] (Pat estimate)). [JPM-CIO-PSI 0000032-034] 778 

47. JPMorgan Chase internal emails, dated March 2012, re: CIO CRM results 
(We got some CRM numbers and they look like garbage as far as I 

can tell, 2-3x what we saw before.). [JPM-CIO-PSI 0000338-339] 781 

48. JPMorgan Chase internal emails, dated March 2012, re: New CRM num- 

bers . . . (With their new model, QR is reporting that we have a stand 
alone CRM of roughly 6bn. This is radically higher than the worst loss 
we see at the same confidence level; the loss we see is far below 2bn.). 
[JPM-CIO-PSI 0036342-344] 783 


49. JPMorgan Chase internal emails, dated March 201^ re: CIO CRM results 
(Based on our models, though, we believe that the $3bn increase in RWA 
is entirely explained by a $33bn notional increase in short protection 
(long risk) in your portfolio between Jan and Feb. * * * The change 
in notional is not correct and the CRM is therefore too high.). [JPM- 
CIO-PSI 0000371-372 ] 


786 
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50. JPMorgan Chase internal emails, dated March 2012, re: Optimizing regu- 
latory capital (To optimize the firm-wide capital charge, I believe we 
should optimize the split between the tranche and index books. * * * 
I don’t think we should treat this as regulatory arbitrage. Instead we 
should treat the regulatory capital calculation as an exercise of automati- 
cally finding the best results of an immensely arbitrary and complicated 


formula.). [JPM-CIO-PSI 0011025-026] 788 

51. a. Excerpt from transcript of audio recording produced to the Permanent 

Subcommittee on Investigations, call between Anil Bangia and Patrick 
Hagan, dated March 21, 2012. [JPM-CIO-PSI-A 0000089] 790 

b. Excerpt from transcript of audio recording produced to the Permanent 

Subcommittee on Investigations, call between Anil Bangia and Patrick 
Hagan, dated March 21, 2012. [JPM-CIO-PSI-A 0000090] 791 

c. Excerpt from transcript of audio recording produced to the Permanent 

Subcommittee on Investigations, call between Peter Weiland and Pat- 
rick Hagan, dated March 22, 2012. [JPM-CIO-PSI-A 0000091] 793 

52. JPMorgan Chase internal emails, dated April 2012 (We haven’t made 

the case of how this book runs off and whether risk can be managed 
effectively. . . .). [JPM-CIO-PSI 0000497-498] 794 

Credit Spread Risk Metrics and Limits: 

53. JPMorgan Chase internal email, dated January 2012, re: there is more 
loss coming in core credit book (I reckon we have another 50M coming 
from CDX IG9 exposure. The guys have a huge skew trade on and they 

will defend it as much as we do.). [JPM-CIO-PSI 0001225] 796 


54. JPMorgan Chase internal emails, dated February 2012, re: Csbpv limit — 
please read (We have a global credit csbpv limit. It was set up at the 
initiation of the credit book. Unfortunately we have been breaching for 
most of the year. * * * I have no memory of this limit. In any case 

it need to be recast with other limits.). [JPM-CIO-PSI-H 0002936] 797 

56. JPMorgan Chase internal email, dated February 2012, re: CIO Global 
Credit spread BPV limit breach-COB 0210912012 (Since mid- January 
CIO has been in breach of its global csbpv limits, driven primarily by 
position changes in the tranche book.). [JPM-CIO-PSI 0001823-825, 832] 798 

56. JPMorgan Chase internal emails, dated April 2012, re: CIO DAY 1 (CIO’s 
10% CSW by my group’s model estimate is long 245mm of risk; their 
own models (run by Weiland) quote $145mm. I don’t understand the 
difference in the models and don’t know how good a measure of risk 
10% CSW is for their book. But I spoke to Ashley and we agree that 
10% CSW has been trending up for CIO, by either their model or ours.). 


[JPM-CIO-PSI 0000449-451] 802 

57. JPMorgan Chase internal email, dated May 2012, re: CSBPV History 
(Early in 2012 net CSBPV increased dramatically as IG positions were 
added and offset between HY and IG grew). [JPM-CIO-PSI-H 0000810- 

811] 805 

Documents Related to OCC Oversight: 

58. OCC internal email, dated January 2012, re: CIO Quarterly Meeting 

(The MTM Book is decreasing in size in 2012.). [OCC-SPI-00004695] 807 

59. OCC internal emails, dated April 2012, re: CIO deck ([HJave you still 

been getting the CIO deck? I don’t recall seeing it lately.). [OCC- 
00004720] 808 

60. JPMorgan Chase/OCC email, dated April 2012, re: materials for Fed! 
OCC/FDIC call at noon today, attaching Synthetic Credit Book Review 

for Briefing by CIO to OCC. [OCC-SPI-00009712-724] 809 

61. JPMorgan Chase/OCC emails, dated April 2012, re: CIO January 2012 

valuation memo and metrics (Apologies for not distributing the February 
valuation work. I just sent the February and March reports.). [OCC- 
00004735-736] 822 

62. JPMorgan Chase/OCC emails, dated April 2012, re: Quick questions pp 
4 and 5 of yesterday’s presentation (I believe there is modest long credit 

risk sensitivity to the portfolio now.). [OCC-SPI-00023815] 824 

63. OCC internal email, dated April 2012, re: JPM CIO / IG9 "whale" trade 

(JPM’s CIO has been using a synthetic credit (credit derivative) portfolio 
since 2007. It was initially set up to provide income to mitigate other 
significant credit losses that would surface under a broad credit stress 
scenario.). [OCC-00012521-523] 825 
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64. JPMorgan Chase/OCC emails, dated April 2012, re: CIO EMR? (Does 

the CIO still produce an EMR? It wasn’t included in the January Treas- 
ury EMR, which is where I used to see it. I’m looking for the balance 
sheet information that was in it.). [OCC-00004723] 828 

65. JPMorgan Chase/OCC emails, dated April 2012, re: Info on VaR, CSBPV, 

and stress status and limits (We are working on a new set of limits 
for synthetic credit and the current CSOl will be replaced by something 
more sensible and granular.). [OCC-SPI-00022340-341] 829 

66. OCC internal emails, dated April 2012, re: Weekly Market Summary 

period ending 4113 (The Whale Trade issue is considered closed — email 
went out to Senior Management yesterday). [OCC-SPI-00023057-060] 831 

67. OCC internal email, dated April 2012, re: Weekly Market Summary period 

ending 4120 (For the second consecutive week, CIO is breaching its $1.0bn 
stress limit. . . .). [OCC-SPI-00023753-755] 835 

68. OCC internal emails, dated May 2012, re: CIO Synthetic Position (Doug 

Braunstein and John Hogan called to provide an update on the CIO 
position. * * * Current losses are approximately $1.6 billion.). [OCC- 
SPI-00021853] 838 

69. OCC internal email, dated May 2012, re: CIO information for Wednesday 
(However I asked James to first, put in a request for more granular 
daily P&L on the synthetic credit. . . . Bank will likely object to this. 

. . .). [OCC-SPI-00013737] 839 

70. OCC internal emails, dated May 2012, re: My opinion on yesterday’s 
meeting (I wasn’t satisfied with the comments made about valuation proc- 
ess and thresholds yesterday, and so we have some followup here. * * * 

In addition to reserve, there were likely problems with the thresholds 
themselves. * * * Valuation was one of the things Hogan said they are 
looking at). [OCC-00005302-304] 840 


71. OCC internal emails, dated May 2012, re: J.P. Morgan Chase (We re- 
ceived a lot of pushback from the bank, Ina Drew in particular, regarding 
our comments. In fact, Ina called Crumlish when he was in London 
and "sternly" discussed our conclusions with him for 45 minutes. Basically 
she said that investment decisions are made with the full understanding 


of executive management including Jamie Dimon.). [OCC-OOOOn 46] 843 

72. Morgan Chase/OCC emails, dated May 2012, re: CIO P&L reporting 
(We’d like to get the synthetic credit P&L for the past five weeks broken 

out on at least a weekly basis.). [OCC-00004759] 844 

73. OCC internal emails, dated May 2012, (Does not add up. Collateral 

dispute of $700 mil versus a double digit reserves amount?). [OCC-SPI- 
00009335] 845 

74. OCC internal emails, dated May 2012, re: Not Getting CIO daily P&L 

after only one day (I got one CIO daily P&L distribution and then didn’t 
yesterday.). [OCC-00004540] 846 

75. OCC handwritten notes, dated May 2012, re: SBC Staff Briefing (JPMC 

transactions at issue involved an effort to hedge the bank’s credit risk. 
Hedging credit risk is not uncommon, and if done properly, reflects sound 
management risk.). [PSI-OCC-10-000001] 847 

76. OCC internal emails, dated May 2012, re: CIO call with Mike Brosnan 
(I told Mike B that the Joe Sabatini emails with selected position informa- 
tion were sent by the bank after initial OCC and FRB enquiries. We 
concluded that this information was pretty much useless, as it did not 

tell us what was happening risk wise.). [OCC-SPI-00021628-631] 848 

77. OCC internal emails, dated May 2012, re: do var change (Here are 
a few comments from the days preceding the synthetic credit VaR model 
change that became effective 1127112. Note the reduction of CIO VaR 

by 44% to $57mm.). [OCC-SPI-00021932] 852 


78. OCC internal emails, dated June 2012, re: 2nd Wilmer Hale Call (I 
then followed with a question relating to what I described as mismarked 
books to which Hogan forcefully stated JPM books were not mismarked; 
leaving both Elwyn and me left puzzled over how a collateral dispute 
could be resolved by agreeing to the counterparties marks, without admit- 
ting your own marks were incorrect.). [OCC-SPI-00071386] 
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Documents Related to Misinformation to Investors, Regulators, and 
the Public: 

79. a. JPMorgan Chase internal email, dated January 2012, re: JPMC 

Firmwide VaR — Daily Update — COB OH 1912012 (The impact of the 
new VaR model based on Jan. 18 will be a reduction of CIO VaR 
by 44% to $57mm.). [JPM-CIO-PSI 0002457] 856 

b. JPMorgan Chase internal email, dated January 2012, re: JPMC 95% 
lOQ VaR — Limit Excession Notification (COB Ij 19 ! 12) (. . .reduction 

of CIO VaR by 44% to $57mm.). [JPM-CIO-PSI 0001890] 857 

c. JPMorgan Chase internal email, dated January 2012, re: APPROVAL 

NEEDED: JPMC 95% lOQ VaR One-Off Limit Approval (. . . reduc- 
tion of CIO VaR by 44% to $57mm.). [JPM-CIO-PSI 0004660-661] 858 

d. JPMorgan Chase internal emails, dated January 2012, re: APPROVAL 

NEEDED: JPMC 95% lOQ VaR One-Off Limit Approval (Jamie 
Dimon: I approve.) [JPM-CIO-PSI 0001337-338] 860 

e. JPMorgan Chase internal email, dated January 2012, re: ; JPMC 
Firmwide VaR — Daily Update — COB 01 ! 26 ! 2012 (. . . reduction of 

CIO VaR by 44% to $57mm.). [JPM-CIO-PSI 0003346] 862 

f. JPMorgan Chase internal email, dated January 2012, re: .• JPMC 
Firmwide VaR — Daily Update — COB 01 126 ! 2012 (. . . reduction of 

CIO VaR by 44% to $57mm.). [JPM-CIO-PSI 0003715] 863 

g. JPMorgan Chase internal emails, dated January 2012, re: ; JPMC 

Firmwide VaR — Daily Update — COB 0112612012 (A CIO model 
change is planed to go in this week-end. New VaR methodology ap- 
proved (and now the same methodology as IB) reduces standalone 
Credit VaR by approx $30 mio.). [JPM-CIO-PSI-H 0001675] 864 

h. JPMorgan Chase internal emails, dated January 2012, re: JPMC 

Firmwide VaR — Daily Update — COB 0112712012 (The Firm’s 95% 
lOQ VaR as of cob 01 127 ! 2012 is $108mm of the $125MM limit, 
a decrease of $53mm from the prior day’s revised VaR, driven by 
CIO (implementation of newly approved VaR model for synthetic cred- 
it).). [JPM-CIO-PSI 0001339] 865 

80. JPMorgan Chase internal email, dated February 2012, re: CIO Business 
Review Materials. [JPM-CIO-PSI 0001940-942, 949-951, 958-961, 963] .. 866 

81. J.P.Morgan Directors Risk Policy Committee — CIO 2012 Opportunities 

and Challenges, March 2012. [JPM-CIO-PSI 0015015-018, 023] 877 

82. JPMorgan Chase Audit Department Report, dated March 2012, Audit 

Rating: Needs Improvement. [JPM-CIO-PSI 0009289-296] 882 

83. JPMorgan Chase internal emails, dated April 2012, re: Jamie’s fine with 

this (Here are some revised points based on your comments.). [JPM- 
CIO-PSI 0000543-544] 890 

84. a. JPMorgan Chase internal email, dated April 2012, re: CIO (Post De- 

cember as the macro scenario was upgraded and our investment activi- 
ties turned pro risk, the book was moved into a long position.). [JPM- 

CIO-PSI 0000539] 892 

b. JPMorgan Chase internal email, dated May 2012, (WHAT HAP- 
PENED?). [JPM-CIO-PSI 0001212-214] 893 

85. JPMorgan Chase internal email, dated April 2012, re: Synthetic Credit 

Summary (In Q4, we decided to neutralize the risk profile of this book.). 
[JPM-CIO-PSI 0001588-589] 896 

86. JPMorgan Chase internal emails, dated April 2012, re: Deliverables for 
meeting tomorrow (Doug had the question of why we just didn’t reduce 
the HY position to reduce our risk rather than going long the IG 9 
(we discussed carry (ie associated p&l). . . .). [JPM-CIO-PSI 0001646- 

647] 898 

87. JPMorgan Chase internal emails, dated April 2011, re: Credit risk limits 

(This is the governance used in the IB to control what is currently going 
on in CIO. We (obviously) need to implement this in CIO as soon as 
possible.). [JPM-CIO-PSI 0001086] 900 

88. JPMorgan Chase internal emails, dated April 2012, re: Single names 

CDS basis relative to IG 9 CDS — URGENT update (. . . the market 
is quiet today. Tofo] early to tell but so far about flat PIL. The tension 
has stopped now. The bank’s communications yesterday are starting to 
work.). [JPM-CIO-PSI-H 0002340, 342] 901 

89. JPMorgan Chase internal email, dated April 2012, re: updated (We are 
working on Jamie’s request for Correlation of the credit book against 

the portfolio. . . .). [JPM-CIO-PSI 0001077-078] 903 
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90. JPMorgan Chase internal email, dated April 2012, re: synthetic credit 

information for April 13 earnings call, including SCP P&L scenarios. 
[JPM-CIO-PSI 0001701-709] 905 

91. JPMorgan Chase internal email, dated April 2012, re: Synthetic Credit 

Materials (The way that we at CIO have book-run the Core Book to 
balance the negative carry cost of High yield Book overtime has been 
using Investment Grade strategies that gave us some carry or buying 
optionality (or both). . . .). [JPM-CIO-PSI 0001100-106] 914 

92. JPMorgan Chase internal email, dated April 2012, re: If asked about 
London / CIO and Volcker (We do not believe that our activity in 
any way goes against the law as passed by Congress, nor the spirit 

or proposed rule as written.). [JPM-CIO-PSI-H 0002418] 921 


93. JPMorgan Chase internal emails, dated April 2012, re: CIO (Doug and 
I asked that the first day. Answer was it most "efficient" way to do 
it. I would say they just wanted to improve the carry on the book 
by selling protection and taking in some premium.). [JPM-CIO-PSI 


0001753-757] 922 

94. Excerpt from April 13, 2012, JPM — Q12012 JPMorgan Chase & Co. 

Earnings Conference Call [JPM-CIO-PSI 0001151-160] 927 

95. JPMorgan Chase internal email, dated May 2012, re: 10-Q call — Buyside 
and sellside comments (2) (Have a lot of contacts in Washington who 
said this is going to be a big deal for Volcker; need to manage this 
in DC because the hit there is going to be a lot bigger than the hit 

on earnings). [JPM-CIO-PSI 0017754-758] 937 

96. JPMorgan Chase & Co. (JPM) Busmess Update Call, lO-May-2012 942 


97. Correspondence from Douglas L. Braunstein, Vice Chairman, JPMorgan 
Chase & Co. to the Permanent Subcommittee on Investigations, dated 
February 4, 2013 (. . . my statements on April 13 regarding those hedg- 
ing characteristics were references to the portfolio’s design and historical 
performance as a hedge. I was not commenting on the hedging effective- 


ness of the portfolio as of April 13.). [PSI^PMC-SS-OOOOOl] 962 

98. Report of JPMorgan Chase & Co. Management Task Force Regarding 

2012 CIO Losses, January 16, 2013 963 

99. Response provided by The Honorable Thomas Curry, Office of the Comp- 

troller of the Currency, to question raised at the March 15, 2013 hear- 
ing 1095 

100. a. Responses to supplemental questions for the record from Douglas 
Braunstein and Michael Cavanagh, JPMorgan Chase & Co., with 

1099 

100. b. SEALED EXHIBIT: Attachments to suppiemental questions for the 

record from JPMorgan Chase & Co * 

101. Responses to supplemental questions for the record from The Honorable 

Thomas Curry, Scott Waterhouse and Michael Sullivan, Office of the 
Comptroller of the Currency, with attachments 1113 
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History of Derivatives Risks & Abuses, the Report released in conjunc- 
tion with the Subcommittee hearing on March 15, 2013. A Document 
Locator List provides bates numbers and document descriptions of the 
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DOCUMENT T.OrATOR TJST 

The Document Locator List ref ctenct% documents cited 

in footnotes to JPMorgan Chase Whale Trades: A Case History of 
Derivatives Risks & Abuses, the Report released in conjunction 
with the Subcommittee hearing on March 15, 2013, as well as 
documents released at the Subcommittee’s hearing. Not included 
are documents related to Subcommittee interviews, which are not 
available to the public, and widely available public documents. 


DOCUMENT LOCATOR LIST 


Bates Number or Documeot Description 

Page # 

3/9/2012 OCC Supervisory Letter, "Examination of FSI Stress 
Testing Framework" [Sealed Exhibit] 

* 

FDICPROD-OOO 1783-831 

1314 

FDICPROD-0024274-275, 286 

1363 

FDlCPROD-0036009 

1370 

FDICPROD-003921 7-219 (0039218* is unprintable excel file**) 

4c 4; 

JPM-CIO 0000546-547 

1383 

JPM-CIO 0000576 

1385 

JPM-CIO 0000987 

1386 

JPM-CIO 0003424-442 

1387 

JPM-CIO 0003443 

1406 

JPM-CIO 0003445-456 

1407 

JPM-CIO 0003457-459 

1419 

JPM-CIO 0003475 (Printed as Exhibit 29) 

648 

JPM-CIO 0003476-477 

1422 

JPM-CIO 0003481 

1424 

JPM-CIO 0003489-491 

1425 

JPM-CIO 0003492 

1428 

JPM-CIO 0003493-504 
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1441 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page # 

JPM-CIO 0003543-554 


JPM-CIO 0003555-561 

1482 

JPM-CIO 0003562-563 

1489 

JPM-CIO 0003564-565 

1491 

JPM-CIO 0003567-569 

1493 

JPM-CIO 0003570-576 (Printed as Exhibit 33) 

668 

JPM-CIO 0003582-3587 (Printed as Exhibit 34b) 

679 

JPM-CIO 0003590-591 

1496 

JPM-CIO 0003590-596 [Sealed Exhibit] 

* 

JPM-CIO 0003597-598 

1498 

JPM-CIO 0003603-605 

1500 

JPM-CIO 0003631-636 (Printed as Exhibit 32d) 

662 

JPM-CIO 0003637-654 

1503 

JPM-CIO-E 00004695 

1521 

JPM-CIO-E 00013052 

1522 

JPM-CIO-E 00014689-691 

1523 

JPM-CIO-E 00033939-941 

1526 

JPM-CIO-PSI 0000032-034 (Printed as Exhibit 46) 

778 

JPM-CIO-PSI 0000039 

1529 

JPM-CIO-PSI 0000041-047 

1530 

JPM-CIO-PSI 0000073-074 

1537 

JPM-CIO-PSI 0000075-078 (Printed as Exhibit 7) 

556 

JPM-CIO-PSI 0000083-086 

1539 

JPM-CIO-PSI 0000093-097 (Printed as Exhibit 40) 

758 

JPM-CIO-PSI 0000098-101 (Printed as Exhibit 8) 


JPM-CIO-PSI 0000105-106 (Printed as Exhibit 9) 

564 

JPM-CIO-PSI 0000 141-145 (Printed as Exhibit 4 1 ) 


JPM-CIO-PSI 0000146-149 

1543 

JPM-CIO-PSI 000015 1 (Printed as Exhibit 42) 

768 

JPM-CIO-PSI 0000152-153 

1547 

JPM-CIO-PSI 0000157-158 

1549 

JPM-CIO-PSI 0000159-173 (Printed as Exhibit 10) 

566 

JPM-CIO-PSI 0000177-179 (Printed as Exhibit 43) 

769 

JPM-CIO-PSI 0000187-191 (Printed as Exhibit 44) 

772 

JPM-CIO-PSI 0000221-223 (Printed as Exhibit 14) 

584 

JPM-CIO-PSI 0000338-339 (Printed as Exhibit 47) 

781 

JPM-CIO-PSI 0000371-372 (Printed as Exhibit 49) 

786 

JPM-CIO-PSI 0000373-375 

1551 

JPM-CIO-PSI 0000378-380 

1554 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page # 

JPM-CIO-PSI 0000386 

1557 

JPM-CIO-PSI 0000387-388 

1558 

JPM-CIO-PSI 0000410-412 (Printed as Exhibit 19) 

606 

JPM-CIO-PSI 0000415 

1560 

JPM-CIO-PSI 0000416 (Printed as Exhibit 30) 

649 

JPM-CIO-PSI 0000449-451 (Printed as Exhibit 56) 

802 

JPM-CIO-PSI 0000497-498 (Printed as Exhibit 52) 

794 

JPM-CIO-PSI 0000539 (Printed as Exhibit 84a) 

892 

JPM-CIO-PSI 0000543-544 (Printed as Exhibit 83) 

890 

JPM-CIO-PSI 0000546 

1561 

JPM-CIO-PSI 0000571-573 

1562 

JPM-CIO-PSI 0000944 


JPM-CIO-PSI 0000960 


JPM-CIO-PSI 0001021-023 

1567 

JPM-CIO-PSI 0001024 

1570 

JPM-CIO-PSI 0001026-027 (Printed as Exhibit 26) 

642 

JPM-CIO-PSI 0001066 

1571 

JPM-CIO-PSI 0001077-078 (Printed as Exhibit 89) 

903 

JPM-CIO-PSI 0001086 (Printed as Exhibit 87) 

900 

JPM-CIO-PSI 0001093 

1572 

JPM-CIO-PSI 000 1100-1 06 (Printed as Exhibit 9 1 ) 

914 

JPM-CIO-PSI 0001137-139 

1573 

JPM-CIO-PSI 0001151-160 (Printed as Exhibit 94) 

927 

JPM-CIO-PSI 0001200-204 

1576 

JPM-CIO-PSI 0001205 (Printed as Exhibit 45) 

777 

JPM-CIO-PSI 0001212-214 (Printed as Exhibit 84b) 

893 

JPM-CIO-PSI 0001219 (Printed as Exhibit 15) 

587 

JPM-CIO-PSI 0001220-222 (Printed as Exhibit 23) 

633 

JPM-CIO-PSI 0001223 (Printed as Exhibit 11) 

581 

JPM-CIO-PSI 0001225 (Printed as Exhibit 53) 

796 

JPM-CIO-PSI 0001226 


JPM-CIO-PSI 0001227-228 

1582 

JPM-CIO-PSI 0001229 (Printed as Exhibit 13) 

583 

JPM-CIO-PSI 0001234-235 

1584 

JPM-CIO-PSI 0001236 

1586 

JPM-CIO-PSI 0001240-246 (Printed as Exhibit 20) 

609 

JPM-CIO-PSI 0001247-258 

1587 

JPM-CIO-PSI 0001259-260 

1599 

JPM-CIO-PSI 0001267 (Printed as Exhibit 22) 

632 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page # 

JPM-CIO-PSI 0001337-338 (Printed as Exhibit 79d) 

860 

JPM-CIO-PSI 0001339 (Printed as Exhibit 79h) 

865 

JPM-CIO-PSI 0001429 (Printed as Exhibit 31) 

650 

JPM-CIO-PSI 0001582-583 

1601 

JPM-CIO-PSI 0001588-589 (Printed as Exhibit 85) 

896 

JPM-CIO-PSI 0001645 

1603 

JPM-CIO-PSI 0001646-647 (Printed as Exhibit 86) 

898 

JPM-CIO-PSI 0001701-709 (Printed as Exhibit 90) 

905 

JPM-CIO-PSI 0001719 

1604 

JPM-CIO-PSI 0001753-757 (Printed as Exhibit 93) 

922 

JPM-CIO-PSI 0001766 (Printed as Exhibit 12) 

582 

JPM-CIO-PSI 0001784-814 

1605 

JPM-CIO-PSI 0001 81 5-8 1 6 

1636 

JPM-CIO-PSI 0001823-825, 832 (Printed as Exhibit 55) 

798 

JPM-CIO-PSI 0001826-831 

1638 

JPM-CIO-PSI 0001875-876, 879-880, 885 (Printed as Exhibit 2) 

522 

JPM-CIO-PSI 0001890 (Printed as Exhibit 79b) 

857 

JPM-CIO-PSI 0001940-942, 949-951, 958-961, 963 
(Printed as Exhibit 80) 

866 

JPM-CIO-PSI 0002457 (Printed as Exhibit 79a) 

856 

JPM-CIO-PSI 0003346 (Printed as Exhibit 79e) 

862 

JPM-CIO-PSI 0003715 (Printed as Exhibit 79f) 

863 

JPM-CIO-PSI 0004660-661 (Printed as Exhibit 79c) 

858 

JPM-CIO-PSI 0005264 

1644 

JPM-CIO-PSI 0005996 

1645 

JPM-CIO-PSI 0007884-887 

1653 

JPM-CIO-PSI 0008773-775 

1657 

JPM-CIO-PSI 0008878 

1660 

JPM-CIO-PSI 0009289-296 (Printed as Exhibit 82) 

882 

JPM-CIO-PSI 0011025-026 (Printed as Exhibit 50) 

788 

JPM-CIO-PSI 0013270-336 

1661 

JPM-CIO-PSI 0013563-566 

■BM 

JPM-CIO-PSI 0013890-891, 903 


JPM-CIO-PSI 0014195 

1735 

JPM-CIO-PSI 0014779 

1736 

JPM-CIO-PSI 0014783-784 

1737 

JPM-CIO-PSI 0014797 

1739 

JPM-CIO-PSI 0014803-804 

1740 

JPM-CIO-PSI 0014833-836 

1742 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page# 

JPM-CIO-PSI 0015015-018, 023 (Printed as Exhibit 81) 

877 

JPM-CIO-PSI 0016487-489 (Printed as Exhibit 16a) 

588 

JPM-CIO-PSI 0016499-501 (Printed as Exhibit 18) 


JPM-CIO-PSI 0017022-027 

1746 

JPM-CIO-PSI 0017427 


JPM-CIO-PSI 0017712 


JPM-CIO-PSI 0017754-758 (Printed as Exhibit 95) 

937 

JPM-CIO-PSI 0017987-988 

1754 

JPM-CIO-PSI 0017989 

1756 

JPM-CIO-PSI 0018046, 067-071 

1757 

JPM-CIO-PSI 0018241-244 

1763 

JPM-CIO-PSI 0018281 

1767 

JPM-CIO-PSI 0019474-486 (Printed as Exhibit 16b) 

591 

JPM-CIO-PSI 0020168-170 

1768 

JPM-CIO-PSI 002 1 879-9 1 7 (Printed as Exhibit 38) 

709 

JPM-CIO-PSI 0021953-974 

1771 

JPM-CIO-PSI 0023061-079 


JPM-CIO-PSI 0032235 


JPM-CIO-PSI 0032406-424 

1813 

JPM-CIO-PSI 0036179-181 

1832 

JPM-CIO-PSI 0036342-344 (Printed as Exhibit 48) 

783 

JPM-CIO-PSI 0037501 (unprintable excel file**) 


JPM-CIO-PSI 0037534 (unprintable excel file**) 


JPM-CIO-PSI 0037609 (Printed as Exhibit 6) 

555 

JPM-CIO-PSI-0002050-063 

1835 

JPM-CIO-PSI-A 00000018 (Audio File**) 


JPM-CIO-PSI-A 00000054 (Audio File**) 

** 

JPM-CIO-PSI-A 00000055 (Audio File**) 


JPM-CIO-PSI-A 00000060 (Audio File**) 

** 

JPM-CIO-PSI-A 00000069 (Audio File**) 

«|c % 

JPM-CIO-PSI-A 00000164 (Audio File**) 

** 

JPM-CIO-PSI-A 0000076.wav (Printed as Exhibit 32c) 

659 

JPM-CIO-PSI-A 0000089 (Printed as Exhibit 5 1 a) 

790 

JPM-CIO-PSI-A 0000090 (Printed as Exhibit 5 1 b) 

791 

JPM-CIO-PSI-A 000009 1 (Printed as Exhibit 5 1 c) 

793 

JPM-CIO-PSI-A 0000140 

1849 

JPM-CIO-PSI-H 0000108-109 (Printed as Exhibit 35) 

685 

JPM-CIO-PSI-H 0000141-146 

1862 

JPM-CIO-PSl-H 00002812 (Printed as Exhibit 28) 

647 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page # 

JPM-CIO-PSI-H 0000546-556 

1868 

JPM-CIO-PSI-H 0000627-636 (Printed as Exhibit 39) 

748 

JPM-CIO-PSI-H 0000810-81 1 (Printed as Exhibit 57) 

805 

JPM-CIO-PSI-H 0001 142-145 

1879 

JPM-CIO-PSI-H 0001354-402 

1883 

JPM-CIO-PSI-H 0001577-579, 582-584 

1932 

JPM-CIO-PSI-H 0001675 (Printed as Exhibit 79g) 

864 

JPM-CIO-PSI-H 0002093 

■^31 

JPM-CIO-PSI-H 0002204-213 

■331 

JPM-CIO-PSI-H 0002276 (Printed as Exhibit 25) 

641 

JPM-CIO-PSI-H 0002340, 342 (Printed as Exhibit 88) 


JPM-CIO-PSI-H 0002418 (Printed as Exhibit 92) 


JPM-CIO-PSI-H 0002712-717 

1949 

JPM-CIO-PSI-H 0002740-741 


JPM-CIO-PSI-H 0002742-743 

■331 

JPM-CIO-PSI-H 0002744-45 

1959 

JPM-CIO-PSI-H 0002746-792 

1961 

JPM-CIO-PSI-H 0002799-801 

2008 

JPM-CIO-PSI-H 0002813-814 

2011 

JPM-CIO-PSI-H 0002815 

2013 

JPM-CIO-PSI-H 0002880 

2014 

JPM-CIO-PSI-H 0002897-898 

2015 

JPM-CIO-PSI-H 0002936 (Printed as Exhibit 54) 

797 

JPM-CIO-PSI-H 0003798-819 

2017 

JPM-CIO-PSI-H 0003815-819 (Printed as Exhibit 32b) 

654 

JPM-CIO-PSI-H 0003820-822 (Printed as Exhibit 32a) 

651 

JPM-CIO-PSI-H 0006022-023 (Printed as Exhibit 5) 

553 

JPM-CIO-PSI-H 0006392-400 (Printed as Exhibit 1 7J 

594 

JPM-CIO-PSI-H 0006401-407. 412-432 

2039 

JPM-CIO-PSI-H 0006438, 450-464 (Printed as Exhibit 21) 

616 

JPM-CIO-PSI-H 0006636-639 (Printed as Exhibit 34a) 

675 

JPM-CIO-PSI-H 0006730-747 (Printed as Exhibit 36) 

687 

JPM-CIO-PSI-H-BEP 0006817-899 [Sealed Exhibit] 

* 

JPMC-Senate/Levin 000026-035 

2067 

JPMC-Senate/Levin 000155-156 

2077 

JPMC-Senate/Levin 000157-163 

2079 

JPMorgan Chase & Co. Business Update Call, lO-May-2012. 
(Printed as Exhibit 96) 

942 

OCC-000012521-523 (Printed as Exhibit 63) 

825 

OCC-00001361 

2086 


6 



































1310 


DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page # 

OCC-00001746 (Printed as Exhibit 71) 

843 

OCC-00001746-748 

2087 

OCC-0000 1826-829 


OCC-00002135-136 

■kh 

OCC-00002263-264 

■bh 

OCC-00003507-510 


OCC-00003917-918 

2102 

OCC-00004035 

2104 

OCC-00004087-089 

2105 

OCC-00004227 

2108 

OCC-00004540 (Printed as Exhibit 74) 

846 

OCC-00004720 (Printed as Exhibit 59) 

808 

OCC-00004723 (Printed as Exhibit 64) 

828 

OCC-00004730-731 


OCC-00004735-736 (Printed as Exhibit 61) 

822 

OCC-00004746 

2111 

OCC-00004759 (Printed as Exhibit 72) 

844 

OCC-00005121-122 

2112 

OCC-00005302-304 (Printed as Exhibit 70) 

840 

OCC-00005405-406 


OCC-00005554-555 

HIM 

OCC-0005509 

2118 

OCC-SPI-0000001 8-020 

2119 

OCC-SPI-0000003 1-032 


OCC-SPI-00000250-259 


OCC-SPI-00000298-304 

2134 

OCC-SPI-0000248 1-485 

2141 

OCC-SPI-00003247-256 

2146 

OCC-SPI-00004164-169 

2156 

OCC-SPl-00004177 


OCC-SPI-00004312-313 

2163 

OCC-SPI-00004695 (Printed as Exhibit 58) 

807 

OCC-SPI-00004734-735 

2165 

OCC-SPI-00009335 (Printed as Exhibit 73) 

845 

OCC-SPI-000097 12-724 (Printed as Exhibit 60) 

809 

OCC-SPI-000 10490-492 

2167 

OCC-SPI-00010657-659 

2170 

OCC-SPI-0001 1198-200 

2173 

OCC-SPI-0001 1201-203 [Sealed Exhibit] 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page# 

OCC-SPI-00013737 (Printed as Exhibit 69) 

839 

OCC-SPI-000 13762-763 

2176 

OCC-SPI-00021381-382, 386 

2178 

OCC-SPI-0002 1602-04 (Printed as Exhibit 27) 

644 

OCC-SPl-00021700 


OCC-SPl-00021723-725 

2182 

OCC-SPl-0002 1 853 (Printed as Exhibit 68) 

838 

OCC-SPl-0002 1894-895 

2185 

OCC-SPl-00021932 (Printed as Exhibit 77) 

852 

OCC-SPl-0002 1996-002 

2187 

OCC-SPl-00022340-341 (Printed as Exhibit 65) 

829 

OCC-SPI-00022350-352 

2194 

OCC-SPl-00023 057-060 (Printed as Exhibit 66) 

831 

OCC-SPl-00023753-755 (Printed as Exhibit 67) 

835 

OCC-SPl-000238 1 5 (Printed as Exhibit 62) 

824 

OCC-SPl-00023929-932 

2197 

OCC-SPl-00025835-836 

2201 

OCC-SPl-00026410 

2203 

OCC-SPl-00032575-576, 580-582 

2204 

OCC-SPl-00033 116-1 19, 123-125 

2209 

OCC-SPl-00033162, 165, 170 


OCC-SPl-00033688-693 


OCC-SPl-00035319-321 


OCC-SPl-00035322-324 


OCC-SPl-00036145-166 [Sealed Exhibit] 

* 

OCC-SPl-00038895 [Sealed Exhibit] 

* 

OCC-SPl-00052685 


OCC-SPl-00055687 


OCC-SPl-00056794 


OCC-SPl-00065656 


OCC-SPl-00065657 [Sealed Exhibit] 

* 

OCC-SPl-00070715 

2268 

OCC-SPl-00071386 (Printed as Exhibit 78) 

853 

OCC-SPl-00074914 

2271 

OCC-SPl-00081266 

2284 

OCC-SPl-00081 61 1 (Printed as Exhibit 4) 

531 

OCC-SPl-0008 1 63 1 (Excerpt) (Printed as Exhibit 4) 

532 

OCC-SPl-00085027 

2285 

OCC-SPl-00088644 

2287 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Paa^_ 

OCC-SPI-00089239 


OCC-SPI-00089295 


OCC-SPI-00089351 

— 

OCC-SPI-00089407 

2395 

OCC-SPI-001 14068 


OCC-SPI-001 17682 (Printed as Exhibit 37) 


OCC-SPl-00 132363 (unprintable excel file**) 

** 

OCC-SPl-00 134805 (unprintable excel file**) 

** 

OCC-SPl-00 134832 (unprintable excel file**) 

** 

OCC-SPl-00 134902 (unprintable excel file**) 

** 

OCC-SPl-00 135422 

2446 

OCC-SPl-0033162, 165, 170 

2451 

PSl-DTCC-0 1-00000 1-003 

2454 

PSl-JPM-30-00000 1-026 

mm 

PSl-JPMC-24-00000 1 -002 

2483 

PSl-JPMC-33-000001 

2485 

PSl-JPMC-35-00000 1 (Printed as Exhibit 97) 

962 

PSl-JPMC-37-000001 



2487 

PSl-OCC-06-0000 19-033 


PSl-OCC-10-000001 (Printed as Exhibit 75) 

847 

PSl-OCC-13-000001-126 [Sealed Exhibit] 

* 

PSl-OCC- 1 7-00000 1 -002 [Sealed Exhibit] 

* 

PSl-OCC-17-000003-004 [Sealed Exhibit] 

* 

PSl-OCC-17-000005-007 [Sealed Exhibit] 

* 

PSl-OCC- 1 7-000015-018 [Sealed Exhibit] 

* 

PSl-OCC-17-000019-024 [Sealed Exhibit] 

* 

PSl-OCC-17-000025-028 [Sealed Exhibit] 

* 

PSl-OCC- 17-000029-032 [Sealed Exhibit] 

* 

PSl-OCC- 1 8-00000 1 -004 [Sealed Exhibit] 

* 

PSl-OCC-22-000001-018 

2520 

PSl-OCC-23-000001 

2538 

Report of JPMorgan Chase & Co. Management Task Force 
Regarding 2012 CIO Losses, January 16, 2013. (Printed as 
Exhibit 98) 

963 

Testimony of Jamie Dimon, Chairman & CEO of JPMorgan 
Chase & Co., before the Senate Committee on Banking, 

Housing and Urban Affairs, June 13, 2012 (Printed as 

Exhibit 3) 

527 
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DOCUMENT LOCATOR LIST 


Bates Number or Document Description 

Page # 

Transcript of Audio Recording of JPMorgan Chase Earnings 

Call with Media on April 13, 2012 

2539 

* SEALED EXHIBITS retained in the files of the Subcommittee. 

** On CD retained in the files of the Subcommittee and available for public 
review. 
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JPNIC & COMPANY 

CIO Synthetic Credit Portfolio 


) 
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CIO Ui^date Provided By the Firm 


As far back as 2006, CiO's mar>date was to act as a traditional ALM function with multiple 
priorities, including in vesting theJ Bwnls-exoess cash, tnanagiHgTl^fic^ p ension fun d and 
capital hedg ing (mitigati ng st ress ^ven ts). 

• From inception through year-end 2011, the CIO activities indicate that the firm was acting unde^^^ 

this mandate. — — 

•Going into 2012 the firm had short high yield credit positions and as fte market conditions were 
improving. CIO sought to liftihes^e hedgesT" " ' ' 

• To achieve the goal of reducing the short high yield positions, ttie CIO desk entered into a 
significant long credit position via investment grade indices (lG-9)- From a notional perspective, the 
firm was net long credit, 

• The firm believed that due to the historical correlation (beta) of the tranches of the )G-9 index, they 
were getting into a neutral position by going tong 4-5 times the high yield short positions. 

•The firm concedes that at this point, the CIO desk was no longer hedging its book and had real 
exposure to high yield verses investment grade as the historic relation^ip between them changed. 
Essentially, the macro hedge no longer represented a hedge against thar bank portfolio once the 
desk was net long credit. JP senior management has described the trade as mismanaged and poorly 
executed. 


CONFIOCKTl^U Thfi dooumtnt to Mrict^ p^vieocd And OMtfiteotW And tAMea ttw intomtti dtlKi»rabortt aJ the Fede'tol Deposit liuu^eeca 
C w por eli on. T>n«e rnalertos may ngi oe copied otPtoineuM eittwin Ute wttenpenrtuten at me FOIC snu etowed uMer eppUcsNe Im. 
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CiL Jpdate Cont’d 


• In late March, the firm started to see days of significant losses in the hundreds of millions 
of dollars. Ina Drew ( CEO of CIO) first explaned to management that the dislocation of 
the markets was an anomaly and the historic relationship would eventually revert to the 
mean. She expected that the CIO desk would end the quarter between -150mm and up 
250mm in p/i. 

» On April 5. the "London whale" story ran and the posifion continued to experience 
significant losses. Losses totaled approximately $415 million on April 10,2012. 

* The feeling inside the firm was that the trade was too big, the market knew their holdings 
and that they were being attached or targeted causing the positions to continue to 
deteriorate. At this point they still believed that the fMice levels would revert to the mean. 


COHTIOEKTM.; Thit dooment U tlncUy pfifHugd co aMmtol ind Iho Fsdml Depnd Iftsurane* 
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Redacted by the Pcnnanent 
Subcommittee on Invat^tiws 


Tinieline 


• April, 4-6; News reports that in recent weeks investors have been puzzled by 
unusual movements in credit markets citing a JPM-UK trader with “deep pockets" 
putting on large credit trades and dubbed '‘the London Whale’. Bloomberg reports 
of the “London Whale", a JP Morgan trader amassing a large positions in the CDX 
IG Series 9 and the European ITRAXX Series 9 Indices. 

• FDtC onsite staff contact the OCC and NY Fed to inquire about the news reports . 


April 12: Pre-earnings release meeting with Regulators ( including the FDIC) with 
CFO Doug Braunstein. Mr. Braunstein reports that there are no problems within 
the CIO book. 

April 1 3; Jamie Dimon told analysts that the media attention on the big bets taken 
by one of the bank's traders in London, dubbed the London Whale, was "a 
complete tempest in a teapot. " The Walt Street Journal reported that trader Bruno 
Michel Iksii, who is part of the bank's chief investment office, has a very large 
position in credit default swaps in corporate bonds and some hedge funds are 
betting against him. Asked about the trades by an analyst on a conference call, 
Dimon said; "Every bank has a major portfolio.’ 


CONPIDeNTUL Thb decjjrwnl b Uislir envOegad tnd cotJWMiMI »M mAMa Mami deHbtrvIbnt of !>« Foitenl Dtdoiit Injunrwd 
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Rctiacted by the Pemancnt 

StibcoRfmUteeon invatigathmi 


Titiieilne Confd 


April 1 3: Bloomberg runs story regarding the credit trades and states that CiO is being used 
as a proprietary book. 


• April 16: FDIC, OCC and NY Fed meet with Ina Drew who provides an overview of the 
synthetic credit book and its recent rebalancing. PSL scenarios were presented and discussed 
at this time. Analysis indicates high stress loss of hundreds of millions of dollars. 

■ April 19: FDIC onsite team attends regularly scheduled monthly meeting with the NY Fed, 
Team raises topic of CtO and synthetic credit book and told that there were no issues with 
which they should be concerned. 

• May 4: Firm discusses the $2 billion loss with the OCC and the NY Fed. 

• May 10: JPMC announces unrealized losses of $2 billion in their synthetic credit position in the 
CIO portfolio in the past six weeks. The firm continues to announce changes in strategy and 
management for the CIO portfolio. FDIC learns of loss \with the public announcement. 

• May 21 : SEC begins investigations into the appropriateness and completeness of JPMC’s 
financial reporting, specifically addressing the value-at-risk (VaR) model for CIO and whether it 
was applied in a way that allowed the portfolio to appear safer. 

• May 21: JPMC suspends repurchases of its stock, but intends to continue dividends 
payments. 

• May 24; The chairman of the Senate Banking Committee request s that Jamie Dimon testify 
before the panel . 


CONPIoeMT\ALThtia«uni»wliiuieOjp(1»ii«9«tf PwteriltojieaSlnjuwie* 
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Obs£ ations Prior to Loss Announcement 


!n 2010, the OCC issued an MRA addressing issues in CIO inverfment policies and portfolio decisions. 
In particular, the OCC noted a need to ctearty define the processes used to manage investments and 
to identify objectives and investment parameters. 


JP Internal Audit reviev/ed EMEA CiO Credit-Market Risk and Valuation Practices and noted “needs 
improvemenf on March 30, 2012. Deficiencies noted Include; 

~ Use of unapproved models 

- Insufficient consideration of potentially applicable fair value adjustments 

- Lack of formally documented/consistentty applied price testing thresholds 

Exclusion of strategic asset allocation book from the firm wide market risk limits framework 


CONPIOEKTWU Thij docufnent ti itftsh prMI«oe<i and con#d»<«>Bl tral tha Mamal dsdbcnKtint of Iho Padaral Depotil Inaufanca 
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CIO L-ck of Transparency 


Minimal reporting to the regulators. FDiC only received quarterly Executive Management Report for 
CIO which contained mostly balance sheet information. . 

No reporting of VaR. limit utilization or CIO P&Ltothe regulators. 

FDIC did not attend regular meetings to discuss CIO. It is our understanding that only quarterly 
meetings were held between the OCC and the firm. 

Other areas of the firm, such as the investment bank, provide much greater transparency. Evidenced 
by weekly, monthly and quarterly meetings with the firm to discuss credit and market risk issues, as 
well as Treasury issues. P&L reported to the regulators on a daily basis together with periodic 
reporting regarding limits and exposures. 


CONf IOSKT1AL donimanl ta tIdcHr prmiegaci csnMftnlM uid Kdecn Die Intend ddlnnhcivi of Ute Fedaml DeposS liuunuica 
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Firm lif Assessment 


Special team led by Mike Cavanagh to evaluate transaction timeiine and the risk management controls 
in place, including reporting and limits. 

Outside counsel engaged to review all supporfing documentation jnduding emails and other 
correspondence. 

Firm focused on what issues were escalated, to whom and when. 

Review of the two VaR models used from January 2012 to date, including governance around the 
models. 

Evaluate the history and role of compensation in CIO's trading strategy. 

JPMC Board of Directors has established an independent committee to assess the situation. 

Firm would like to complete its work so that it can disclose results to the public at its Juiy 19 analyst 
meeting. 


CONFIDBKTWL: This document it tIrtaV P'l'Oeee^ end oinMeflUsI and icAadt Sie Memal deibetaKcNi of the Federal DeMSt Ineuranca ' 
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ReguL .or Work Plan Focus 

• Firm’s current financial and funding profile. 

• CIO mandate and operations of individual bu«ness lines. 

• Potential risk of synthetic credit trading portfolio to the firm. 

• CIO models and valuation methods. 

• Potential range of losses in portfolio and impact on lead bank's ability to continue dividends to the 
holding company. 

• Strength of risk management, governance and control framework. 

• Voicker Rule implications. 


CC>NFID6KmU Thit document It dtMcoM end conMenlial end raflecA the Intemei deSbaialions el Ibe Federal I>fhII fnsucaeee 
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CIO Overview 
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Firm Summary of CIO 


CiO is responsible for managing the firm's structural 
risks (e.g., interest rate risk, macro credit risk, FX 
capita! risk. MSR hedging). 

Traditional asset / liability management (e.g., invest 
excess iiabllities). 

Focus on long-term risk management and value, not 
short-term profits. 

Reported mark-to-market gains for the CIO AFS 
investment portfolio are ~$8B (reflects -$18 of 
securities gains realized in 2Q12). 

Since 1Q07, CIO has generated ~$21B in 
cumulative revenue -associated with -$11.56 
cumulative net income. 


ao Net Inc. $Mn 

56,000 
$5,000 
$4,000 
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$w»0 
50 

2009 2010 2011 
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* IrbfmaSon mvMBd by JP MbiBan'OQ 01-2012 
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FDICPROO-0001793 



1325 


Por jIIo Mix (as of 1 Q1 2) 


1 Investment Portfolio: primary tool for traditional asset /liability management (e.g., investing firm's excess 



Redacted by the 

Permanent Subcommittee on Investigations 


2. Synthetic Credit Book: tool for managing the firm's credit risks, primarily those arising from the CiO 
Investment Portfolio 

•Revenue recognized as marie to marlcet 
•$157B of notional net exposure {$78B Btit RWA) 

3. Other Portfolios: additiona! portfolios used to manage the firm’s aggregate franchise balance sheet and 
structural risks (e.g., FX capital hedging, MSR hedging, other MTM position) 

•Revenue primarily recognized as mark-to-market 


• Infotmahon prov»oO by JP Morgan C10_Fed OCC_ifltata«io>l 
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internationai CIO 



-RspRU 10 PM l««t6 - CIO CBaUt coo 

■Itopctu ta VVBmt - CO Global CFO 
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CIO ■'^presents the Majority of the Firm’s AF Portfolio 
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Redacted by the Permaoeot 
SHbCMMiittee ob IsvettigaHons 


CiO Balance Sheet 


•Current Amortized Cost Totals $344Bn 
•Portfolio provides: 

• 30 day stress buffer of-^|||||HB 

• 360 day stress buffer of 


ao AFS Positions as of 3/31/2012 

Internal Uquidity Stress 
- Available Collateral 


Amortlied Cost iMarfcetVaiiteiAOCI 

3(W llotal 360-d 

ITV'ff >TTCT!— i 

1 

! 

, 

Toal 
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Red«cted !>> tbc PemsBCDt 
Ssbceoimt^ on fnvest^atlou 


The firm sold $24.5Bn in securities that realized 
approximately $1 Bn in gains. 


CIO AFS Assets Updatfr-2Q12 Sales 




Amortized Cost 

Market Value 


in 


Agency MBS 
CMBS 

Coiporate Bonds 
Marketable CDs 
Munis 

Non-US Governments 
RMBS, ABS & CLO 
US Agency Debentures 
US Treasuries 


Amortized Cost: price as adjusted over time for 
accounting changes in any discount or premium. 
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Summary of the Synthetic Credit Position in the CIO Portfolio 


CONRDENTIAL: TMs dooiment is sthdr privOagei} and canMa>4al and reftKtt (h» W«nM dsIWnHorts o( tha Fertoral tepnii insurance 
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SyntheuC Credit Book issue Overview 

JPMC buys and sells various synthetic credit indexes as a tool for managing the firm’s credit 
n'sks arising from CIO securities investments and the firm ecfive/y ^V'esfs in various index 
relationships. 
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Ove. . iew of Synthetic Credit Book Repositic..<ng 


• Late in 201 1 , the synthetic credit potion was long CTedit protection in high yield (HY) 

• Early in 2012, CIO sought to be short credit protection in Investment grade (!G) 



12/30/11 

5/4/12 

Net notional (factored*) 

$S1B 

$1S5B 

High Yieid indices - Net short 

$329mm 

$631mm 

investment Grade indices - Net long 

($177)mm 

{$904)mm 

Total book 


(^{$273m^ 



Late 201 1 , Synthetic Credit Spread Book 
provided net protection from credit spread 
w/tdening 


Eariy 2012, the CiO sought to implement a 
strategy to reduce protection and to short HY 
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Position Overview Balance provided by the firm (May 13, 3012) 


Negative = Buying Credit Protection 
Po^vB= Selling Credit Protection 


1 US 

■ Investment 

1 Grade vs. 

1 High yield 

OtherIGvs HiBh yield NoSonal 

IrTvestmenl Grade Series 9 52,460 

Otiier investment Grade (23.962) 

High View (20,168) 

Other High Yield 2^87 



1 Europe ^ 

Notional 

■ investment 

■ Grade vs. 

1 Hiqh Yield 

[TrexicMain 43,788 

iTraxiCrossOver ^.764) 

Other Hiflh Yteld (1388) 

! 


r— 

W Tranche 

II positions 

M 

Total Ewrlty Senior 

InvcstmantGredeSenesS (5340) <t3S5) (33,020) 28,435 

IcrvesImantGrade (380) (195) (26S) tOO 

High Yield 17.769 4391 4.1B3 9398 

(Tranlvbln 36395 (3330) 440 39.163 

1 


1 Memo: 

I Investment 

1 Grade Scries 9 

1 (by maturity) 

ImnstmerTt Grade Sarfea 9 NoSonal 

SyearUatuntv (32,723) 

7vearhkturHr 34.193 

iOwarMaturtty 60,689 

INTERNAL USE 

ONLY 1 


I Risks: Directional, curve, off-tfie run. fonvard 
default exposure whan Investment Grade S 09 
5 yrs matures in December 2012, 

■ Contributes to Investment Grade vs. High Yield 
position as well 


■ Long Investment Grade risk ar>d short high 
yield risk 


■ Long Investment Grade and short tower quality 
names in Europe 
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CiO nlstorlcai Profit and Loss 
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Firm Stress Losses for Synthetic Credit Portfolio 


COfFRSENTtAL.' Thh docifnerA e sMdly prMned stKl caMkUMbl end Mtocts the Memsl deBterMons of the Federal Depoiit Insurance 
Carporslion. Thesa mafertaii may nolbe cspledor distrlMtBdneiheiil thewioen penMtsnn of ih* FDIC or as aUmnd undo applicaeetsaf. 
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FL /s extreme tail loss estimate for 1 Yes. .sover$12Bn 


Portfolio tail risk based cai economic capital model 



• Assumes no management actions to 
reduce risk over time 

• Primary risk is driven by the HY / IG spread 
ratio 

• As this ratio declines, losses increase 

• Currently the ratio is roughly 5.5/1 while at 
the 99.9% loss the ratio is roughly 
estimated to be 3/1 , 



CONrIOEHTIAL Thb Ooumscn b >nd craMMUal •»! iBnaeia MNnal d»IA»niilcwi9 gf lh» Fed»r*l DetcM Iniuruw* 

Copwliw. Ttnae mwenah may wt ta aoptei of dotflMM «imoui Uio onnon panniaalon nf FTnC w a» alWiwd uMar applieaMo law. 
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Su..imary of Synthetic Credit Book Risk Factors (May 30, 201 2) 


• The firm leveraged Its strategy by investing in comWnations of credit indexes. 

• Primary strategies include the six listed below. 


Est Quarterly Loss Potential (Using 5yr Historic Data ) 


1. Directionality (exposure to spread widening ) 

$436Mn 

2. Cun/e ( long vs. short) 

$10Mn 

3. Decompression { IG vs. HY) 

$2.037Mn 

a. Crossover verses Itraxx 

$143Mn 

b, Europe verse US 

$12Mn 

4. Off- the-Run ( older vs. newer issues ) 

$0,0Mn 

5. Tranche ( Senior vs. Equity) 

$505Mn 

6. Individual Names Default 

$0.0Mn 

Portfolio Worst 3 Months: 

$1.SBn 

Sum of without diversification 

$3.1 Bn 


CCmPIOEmVkU Thb doBumenl a (mcfly pnrAegMi mM csnOdential *nd IntMul sr the FeiMral MqcbK truuinnee 

CorparaHan. Thua malertatt may not t>e eopma or aitaBuMa wRnoul me nviinefl pemnseion M me rOlC or bs uhMi) under epplicetsle lew. 
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Risk /^rofiie and Attribution 


Reductions in risk contribution were in “Credit Spread Widening" and "On the Run Vs. Off the Run" but at 
the expense of an incx'ease in basis between “High Yidd vs. investment Grade 



.:'«-->TotalLoi5No Carelatton ^^Oedil Spread WldeiWig >» M a turity Mfenatch 

Hlgh’rteWvs.lnWEStmEntSrade^USvsJurope — ♦-OntheRul>«offtl>cR«n — j— TrancheCofrelation 

» Individual NaTiei 


• WaTb^RUi Facteiisars sttess«d ta ftwSSK conSMnce leocJ Irdcpe/tdeony wKnaltwfacIsraliciacMaUiillocalcutateIndnUuaIsfaci t onP&t |1^ereble it nBunei then i> no 
dberwKcatiavfconetatian beneW). Total Lou induding eorretetten' ahould reautftonastniiBaneouainoife m a* ft» faaonla tx SS% conMance tovel. Baici on JPM vbit of rlM: on Mch 
Rospe4)va Ctay. 


COKFlDCNTtM.: Ttiia docvencnl ia tliicey prtwtey d end oonAdanllal aM lofleda a« Manwl aailberatloM n( tM Faoanl Dapesit lr«U!«nce 
Cwporallen. Thcaamatarials may not be copiad oi dMIbuM xWiout tM wiltaa peertuion of the FDiCcVM aacmM under appUoable law. 
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VaR 


CONPIOERTM- 'niia doumnt B stnctfy ptiMaead and coMMiilttl »nl i g fc cB tlM MwnaC deRatobont of the F»Mrit Dapoiii Iruurane* 
Cofjwateo. T)«M maMah mn nd be cafMS or distrtiulBd imBiouI me ina*» pemKoMn at me FDic or aa okwed uadr applicaUe taw. 
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Changes in the VaR Model 


In early January, CIO exceeded its Value at Risk (VaR) limits. These excesses were approved as CIO 
argued that the VaR model in use (Model A) was overestimating risk in the CIO portfolio. 

•On January 20'^ 2012, the VaR limit was increased tempwarily from $95 mm to $105 mm. Even after 
this increase, tile VaR utilization continued to remain over its new temporary limit of $1 05 mm with a 
maximum utilization of $120 mm. 

•On January 26*, a new VaR model (Model B) was Imj^emented. “nie firm believed the new model 
captured the risk of the synthetic credit portfolio mwe effectively. After implementing the new model the 
VaR utilization went down significantly. The VaR limit was changed back to $95 mm. 

•Over the course of the next few months , the maximum VaR utilization increased from $59MM in 
February to approximately $95mm in April: 

•On May 1 0*, the firm realized that the Model B may be actually understating risk in the Synthetic Credit 
portfolio and decided to revert back to Model A. As a result of this change, the VaR for CiO shot up from 
$94 mm to $147 mm in one single day 

•This increase in VaR caused both CIO and firm-wide limit breaches. Both limits were increased 
temporarily - the CIO limit was increased from $95 mm to $160 mm and the firm wide VAR limit was 
increased from $180 mm to $200mm. 

•The firm recalculated the VaR for the 1 0Q filing for the first quarter. 

•The firm has acknowledged that the weakness In Model B was due to flawed implementation, 


C0NF1D£NTUX: *nVs document is stHcOy pdvteged and oonAdMiOal and fcdacta Ute Mnrnal detiCBrnttons o( ^^a Federal Depoait tneuiwwe 
C^ondon. TTKMmetenab miy rwiM capMwdiaMdutedeiihovl thennMnnpennaslBdof meFDjC m aa alowed under appilubk ti». 
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CiO Synthetic Credit VaR Model (New vs. Old) 


la CIO Total -10Q VaR (95 limit) 



LMmESsadtoSIOS t/2)-V2E 


•The dotted blue line represents VaR estimates 
restated using the old methodology. 

•The solid blue line after January 2012 
represents VaR under the new methodology. 

•The orange line represents the established 
VaR limits. 


COVriDENnAL; Thh a»aum«nl tt iWeey prWleoail •ml eonftaeoMI and faOaOs Mental <le«*ral«K» ci lha Fedaral Daw* Inawraoee 
CotpotaWn, TTiatamaurtatt may nol M taolMoranWNaad irthoi* lha wrtnao pemnaion ol8»e FOIC w »* itoond und*< appVeable lt«“. 
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JPN.J 10Q for First Quarter 2012 



of tne ri&kt of (tie pmWcnstnenuetvK. 

(b) DHigiurteilsint TKaniDKtuI CNM’}. because the mintfnumiviQfnajiliRuminav occur on (Merert dan tor cSina«rTtns4a>n)pone(ils.uidtteii»lt is not 
mearAighJ! to csmoutea portfodo-A'cnmcsikin effeo. 

<0 ClOVaRpresenedabovcforttieMrlaclendeOViarcriSl.^Ql^HiCKrsedectwnnn^vafidlttlisinsIflclubedfntKFonTia-KflledDnAprlliS. ZOlZaJK) 
wsuiciatediEineimethcKlQlogvamsIsterTtwtMhemeUNOotoevtsednicaKuatecJQ^ vafltn 2011. tnctumng thenrsiQuattei of 2011 lelletted 
aktre. 

73 

CON^IDEKtlAU: This daeumcnl ts tiriey «nd ooataftm«l *M mOecU Hie Memal SsStiOTRilons th* McfCl DepotH Iruvranea 

' ' CaipcnM'v. TheMmssuia mry notM oopiMWdaseKilMolfMnilihewnnenpannisilDAartke FdC « asano««Ou<idBr «ppl«abi» tow. 
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C!0 Reporting and Limits 


Risk reporting was not comprehensive 

Several of key risk matrices relevant to this portfolio were not reported. 

• Maturity-mismatch risk 

• High Yield vs. Investment Grade risk 

• illiquidity of older indices or tranches {i.e. on-the^\in vs. off the run) 

• Correlation risk between Super senior and Equity tranche posiUons and the default risk of individual 
names. 

Limit Structure was weak 

•Before the loss announcement, the limit structure applicable to the synthetic credit books consisted of a 
relatively simple set of limits consisting of VAR, Stop Loss. Credit Spread BP01 and 10% Credit Spread 
widening. 

•VAR limit, one of the three element of the limit structure, was not effecUve in controlling risks, as VAR 
model in use understated risks of Synthetic credit book significantly. 

•The limit structure in place was also deficient as it did not limit five key risks of the synthetic credit 
portfolio (listed above) were not included. 


CQKfnOEKTVVj Ttm dooBnsiM i> sl:rMf privilcaad and conUaMial and teflacU Vie Manat cMOwalkn ed ina FaOaial Desosit bnura nn 
Carperstlon. Thaae mittnah mar aa be copM ar disiAuied wUioul On nMen panniuion ci( De FTilC or k aUcined undst appdeaBla law. 
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Weak Limit Governance 


Trading positions exceeded existing limits 

• According to firm's risk policy, limit excesses should result in notification to market risk and limit 
approvers and a decision should be made whether positions should be cut or a temporary or 

' permanent change to limit needs to be approved. 

• On March 30*^2012, three outoffourofthe^sting limits were breached. One of these limits - 
Credit Spread BPV was exceeded 937% for 59 trading days. 

• The Mark-to-Market Stop-Loss limit was exceeded by 158% for 5 business days. However, this 
excess was not escalated as this limit was only 'advisory (e.g. not a hard limit which would require 
hedging or cutting of the positions). 

• The limit on 10% Credit Spread Widening ( CSW ) was in excess for over a month from March 22 
to April 30*^ 2012. with an average limit utilization. 

• Escalation procedures for limit excesses remain unclear. Some of ttiese limits were increased 
temporarily and traders were not asked to cut their positions. 


CONPIDENTtM.: Tha document ia et/icdy pn^teffed end eonftdeeiba) and laflacta the Intamal detiterstjons of (he Federal OepoU Inturaece 
CorpereUon. These maladea may r>ot be ^paed or dslrteeed nrdhool the aritteh pemdeeton of the FCtC or as aEtoried under aoplioabka taw. 
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New i-imits were established on May 1” 2012 


29 new limits specific to the Synthetic Credit Book have been implemented to create consistency with the 
JPMC’s IB approach. Some of key limits implemented are: 

• Maximum net notional exposure limits for 4 major indices 

•95% VaR limit on Synthetic Credit Book - in addition to the ewsting 99% limits 

•Limits on curve steepening by 10%. 

•Limits on “higher-order” shocks - U.S. and EU compression ( Extent to which Synthetic Credit Book is 
exposed to differential performance of IG and HY positions wHhin a given geography) and 10% correlation 
shift ( Sensitivity ofthe tranches to a 10% shift of the comdation curve). 


COKFIOEKnAL. This teeimnt t> prMleeM oyiMenOal and retecf* M IMsrM dattenttonn of li« Fndsral Otpotl! Innmncs 

CorponUon. Theu msterlali may mat Uopnd or dtsMiuMdmHUMt lti»MtWipMniMioA at tnn FPC or as ailMnd umW appliubla 
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Limit Utilization Under Old and New Limits 


CIO Limits 


Old Limit 

Avg 

Utiilzadon 

New Temp Limit 
Increase 

CIO Total -10q VAR 

1-16 TO 1- 
19 

1-14 TO 1- 
26 

95 

98 

113 

105 

IntlOq- Credit VAR 

1-13 to 1-23 

95 

99 

110 


26-Jan 


113 


CIO MTM Stress Losses 

29-Mar 

500 

-859 

1000 


4-5 to 4-19 


-1536 


Global Credit 10% CSW 

3-22 to 

2QQ 

r278 

200 


The firm stated that the protocols for limit excess approval were 
followed. Some of these limits were increased temporarily without 
asking traders to reduce their positions. 

However positions continued to exceed some of the new temporary 
limits. 


CONF)K*/nAL: Ttiii documBnlii slna4 prMisgad atuS conIMenUal wiF leOccti iM imemal oftht Fcdsnl Depoxil Incurance 

C«'pcnUoR. ThtM maMriala mar not be upiM oi dUribuled ««hoi< the wnun paoniuiM of the FDtC vn siieMd undm eK><lbab<e iew- 
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Over..43W 



FDiCPROD-0001819 




1351 


Voicker Rule 


Redacted by tbe 

Permanent Subcommittee on Investigations 


CONFIOEKTIAL. Tbit documeni is sbioty prMlo^ and conUnntial and mUccts Dm Mental deOberattana »f Iba Fadcrel Dapatll Insuranca 
Corpotallnn. Tbnao mmertab ntvy not bn copioo ot dbkdbtflod ladhoui tbe writlnn pemtiasiott oi tba FDtC or an altcn^ undar aopltdable law. 
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Firm Financial Profile 


CONFIDENTIAI.:TH8 docurnenlia atrl^ prfrilegen conMemtal arxl lefledsttre Internal deteeralionv at (he Federal DepaeK Inaurance 
CwpsraUen. Thetemalcrialsmay nolbecopiedordntAvtedMkoiilibe weiOenpMmaaianoltheFDiCor as ancwd under ajiQllcalita law. 
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Capita! Dashboard - JPM ( 5-11-201Z} 


JPM- BANK HOLD 
CO • 


Redacted by the 
Permanent Subcommittee on InVestigptions I 


JPM's Smb of L*v^3 AtMts (Fair Valua) Ar< 
LargMt vt Poars on Absoluu Basia and As % of 
TCEalU% 

Levei 3 Assets <to W of TCE 


Level 3 Asses ASK afTCE 1012 

OSi 20K 40V WV S0% IWV 
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Appendix 

■Legal Structure 
•Index Descriptions 


C0NF10CKDAL: This documenl is ttrlsOy prlMlsgeC end corAlsnIiBi and icKkI* ths intsnuU ddbaiaUons sfttM redan! Deposit Inuuanca 
CorporaiiDn. These maiertsBmay itot be ropied or deinbuied ntMMi Rn wlOen penMuon at tM FOIC or n ifoMd under aofdicabie law. 
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10 Synthetic Credit Trades are booked in White us inc. London 



FDICPROD-000182B 
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Discrstionary Return Portfolio -JCF (Chief Invesuoent Office) 



Credit Synthetics Trades 

Customer Counterparty face JPMCB London 

Trades are internally booked with Whitefriars Inc. 


Redacted by the k 

Permanent Subcommittee on Investigations [ 


COHnOCNTU^L ThB doeumert i> *uic3r privleoed ine eonftdert la i and raflacta (he Matnal dalbantont e( n« Pedwal OapuX Insunnce 
Corpemtian. Thaia mBtertah rnay nUbaccvndotdttmunedvinhouiaiaanDanpeiniastonof il>aFOlC»f a* ailmad undar ipplleabla kaw. 
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What a j the CDX and ITRAXX Indices 


- The CDX and ITRAXX are intended to represent returns on pools of Credit Default Swaps 

- The pools are generally: 

The riore liquid names in the Credit Default Swap market 

- Should have the same reference maturity (S^, Tyr. iOyr being dte most corrvnon and liquid) 

- The credits should be of even weights at inception(}f 100 credits each would be 1% of pool) 
Segr^ated by credit quality of reference entity (sepsirate High Grade and High Yield indices) 
Also, separated by region US, Europe, Asia. Eme^ngMarkels ete 

The pools are generally issued in ‘Series* tvriceayearwithfoirlyconsistentreferencecredits 


- The CDX are generally North American and Emerging Market Indices and have the 
characteristics provided below 



C0NPfDE>rnM4 Th<c tfncumml b ttricthr piMejMuidCMdUentiBlaMmflacH twMvnBKWitimionioilhc FetfsrilDepesMMuriRce 

CsrcomHoR. TriwtmzWItBmtyRorbecoiMtartbUritNiM'NWiMilVwMtIenpennaaioncftheFDiCsm stcnvwl urde' applBJible tsw. 
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What e“T the CDX and ITRAXX Indices ^’’ranches) 


CFi Mon' ring Group 


- Tranches of the CDX and ITRAXX aiiow leveraged and de-!evered risk exposures to the 
respective indices 

These tranches are generally: 

Based on the more liquid indices 

- Are quoted with the name of the index for which it is based and two numbers representing the 
attachment and detachment points (these points will vary from pool to pool) 

Risk and return increase with lower tranches and less subordination 

Losses are always absorbed by the most subordinate tranche outstanding (ei. The first 10% of losses 
.assuming 0% recovery, are taken by the equity tranche below) 


Sample Transaction below would be CDX.NA.HY Series 9 5Y 15-25 



Greater Risk and 
Return 
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Microsoft Outlook 


From; Reitz, Kar! R. 

Sent: Thursday, May 24, 2012 5:35 PM 

To: Haas, James S. 

Subject: Fw; Information previously provided to FSA 

Attachments: FSA Item 01 - Daily time series of position size and PnL from June 30, 2011 to May 11, 

2012.xisx; FSA Item 02 - Daily time senes of VaR for the portfolio from June 30, 201 1 to May 11 , 

2012.xisx: FSA item 03 - Periodic time series of Stress Loss size from June 30, 2011 to May 1 1 , 

2012.pdf; FSA Hem 04 - Detail of the composition of the loss on Mar. 30, 2012.pdf: FSA Item 05 - 
Explanation and breakdown 10% CSW changes from Feb. 29. 2012 to Mar. 30, 2012-xlsx; FSA 
Item 06 - Detail of Risk Parameters applied until late April 2012 and Re-assessment Risk 
factors.pdf 


From: Yao, James 

Sent: Thursday, May 24, 2012 05:14 PM 
To: Reitz, Karl R. 

Subject: FW: Information previously provided to FSA 
Kari, 


Please find attached the PSA information, as discussed on the calf- Welcome to the SWAT team.. 


jame:> 


From: Arya, Om P. 

Sent: Thursday, May 24, 2012 3:13 PM 

To: Yao, James; Charurat, Bob; Capsavage, Brian A. 

Cc: Byars, Jessica P. 

Subject: FW: Information previously provided to FSA 


From; Genova, Diane M. rms i ltoroenova diane@iomorQan.CQm1 
Sent: Thursday, May 24, 2012 1:19 PM 

To: D ianne. Dobbeck@nv,fi-b.o rQ: Waterhouse (Regulator), Scott X; Needham, Catherine; Arya, Om P, 
Subject: Information previously provided to FSA 


Attached are the documents previously requested and provided to the FSA relating to the CIO Core 
Credit Book. The attached includes: 


Item 1: 
Item 2: 
Item 3: 
item 4: 


Daily time series of position size and P&L from June 30, 2011 to May 11, 2012 
Daily time series of VaR for the portfolio from June 30, 2011 to May 11, 2012 
Periodic time series of Stress Loss size from June 30, 2011 to May 11, 2012 
Detail of the composition of the loss on March 30, 2012 


PRIVILEGED 
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• Item 5: Explanation and break down 10% CSW changes from February 29, 2012 to 
March 30, 2012 

• Item 6: Detail of risk factors and stress parameters applied until late April 2012 and re- 
assessment of additional risk factors 


This email is confidential and subject to important disclaimers and conditions including on ofTers for the 
purchase or sale of securities, accuracy and completeness of information, viruses, confidentiality, legal 
privilege, and legal entity disclaimers, available at http://w%vw.iDmoraan.con-i/patJe.s./disclosures/eiriail . 


S/27/2012 

PRIVILEGED 
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! Date 

VaR 2011 Model 

Var New Model 

mmmmm 


- 

07/01/2011 

- 

- 

07/04/2011 

30,589,886 

- 

07/05/2011 

■■'I'llTUnT'l 

- 

mamm 

30,683,067 

- 

i07/07/2011 

— 1 

- 

HHDi 

31,474,673 

- 

07/11/2011 

30,500,550 

- 

07/12/2011 

30,389,702 

- 

07/13/2011 


- 

mBmam 

30,244,166 

- 

07/15/2011 

29,468,672 

- 

07/18/2011 

29,456,958 

- 

07/19/2011 

28,174,434 

- 

07/20/2011 

n'lii'in'iii 

- 

07/21/2011 

28,150,466 

- 

mmnam 

27,877,989 

- 


27,908,472 

- 

07/26/2011 


- 

07/27/2011 

28,062,722 

- 

07/28/2011 


- 

07/29/2011 

27,225,892 

- 

08/01/2011 

26,514,898 

- 


26,107,184 

- 

mbmaim 

26.058.601 

- 

lIHMfWilM 

26,066,711 

- 

08/05/201 1 

26,105,509 

- 

08/08/2011 

— KIH' II 

- 



- 

08/10/2011 

■KSQQBEI 

- 

08/11/2011 

25,800,342 

- 

08/12/2011 

— 'I'ITtTIII 

. 

08/15/2011 


- 

08/16/2011 

53,534,478 

- 

08/17/2011 

53.500,336 

- 

08/18/2011 

55,616.312 

- 

08/19/2011 

53,914,576 

- 

08/22/2011 

53,546,037 

- 

08/23/2011 

51,325,303 

- 

08/24/2011 

50,431,939 

- 

mmsam 

50,717,034 

- 

08/26/2011 

— III II II III 

- 

mmmsm 

51,468,566 

- 


51,690,246 

- 

tiTigniggHii 

52,404,742 

- 

tiiiMWaiM 


- 

iMtWiiam 

IHHHHBHI 

HHHHIHHi 

bbllii.-fHi'iilB 

— i"iiTi-iii"ri 

- 

BEiraWif 

51,942,463 

- 

KliRiagl'M 


- 

tifeTMiBailM 

54,321,543 

- 



- 
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09/12/2011 

56,602,695 

- 

09/13/2011 

— lllllllllll 

- 

09/14/2011 

57,583,227 

- 

HiHDi 

58,553,854 

- 

09/16/2011 


- 

09/19/2011 

58,517,726 

- 



- 



- 

WIMmm 


- 

109/23/2011 

56,674,658 

- 


■tttitttti 

- 



- 


■hbbi 

- 

Baaiw 

58,900,427 

- 

09/30/2011 

57,219,556 

- 

10/03/2011 

56,313,141 

- 

10/04/2011 

55,912,197 

- 

10/05/2011 

57.341.678 

- 

10/06/2011 


- 

10/07/2011 

- 

- 

10/10/2011 

60,687,443 

- 

10/11/2011 

59.198.110 

- 

10/12/2011 

62.577,472 

- 

10/13/2011 

62,189,919 

- 

10/14/2011 


- 

10/17/2011 

62,084,711 

- 

10/18/2011 

64,540,672 

- 

10/19/2011 

64.770,248 

- 

10/20/2011 

64,225,622 

- 

10/21/2011 

65.683.420 

- 

10/24/2011 


- 

10/25/2011 

65,062,135 

- 

mmmm 

64,576,559 

- 

10/27/2011 


- 

10/28/2011 


- 

10/31/2011 

■lllllllllll 

- 

11/01/2011 

66,858,203 

- 

11/02/2011 


- 

11/03/2011 


- 

11/04/2011 


- 

11/07/2011 


- 

11/08/2011 

69,742,061 

- 

11/09/2011 

66,851,976 

- 

11/10/2011 

- 

- 

11/11/2011 

— "'ITTTTm 

- 

umimim 

1IIIIIIII 

- 

11/15/2011 

67,654,883 

- 

11/16/2011 

67,979,297 

- 

11/17/2011 

66,973,561 

- 

11/18/2011 

66,980,368 

- 



- 

11/22/2011 

■ns^ 

- 

11/23/2011 

- 

- 

11/24/2011 

Ml III III! II 

- 

11/25/2011 

68,103,767 

- 
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11/28/2011 

67.488,768 

- 

11/29/2011 

67,787,755 

- 

11/30/2011 

67.147.763 

- 

12/01/2011 

67,086,213 

- 

12/02/2011 

67,051,785 

- 

12/05/2011 


- 

12/06/2011 


- 

12/07/2011 

70,791.029 

- 

BBOl 

71.753.872 

- 

12/09/2011 

72,585.365 

. 

12/12/2011 

73.436.048 

- 

12/13/2011 

72,731,525 

- 

12/14/2011 

■MTlTTiri ■ 

- 

12/15/2011 


- 

12/16/2011 

70,318,680 

- 


70,322,118 

- 



- 

12/21/2011 

—iiHIIIIII 

- 

12/22/2011 

78,399,504 

- 

12/23/2011 

78,401,167 

- 

12/27/2011 

m'iuttiii 

- 

12/28/2011 

81,157,926 

- 

mmmam 

82,452.593 

- 


— mil'll III 

- 

01/02/2012 


- 

01/03/2012 

■■EEHisa 

- 

01/04/2012 

94.892,531 

- 

01/05/2012 

96,096,744 

- 

mamAvm 

95,372,685 



92,641,094 

- 


96,516,439 

- 

01/11/2012 

98,154,081 

- 

01/12/2012 

99,771.149 

- 

wamiam 

hhhhbh 

— 

mwm 


- 

01/17/2012 


- 

pniBHiii* 

97,190,972 

- 

mamtwm 


- 

mmmm 

—iiiiimii 

- 

01/23/2012 

101,631,432 

- 

01/24/2012 

103,555,533 

- 

01/25/2012 

106,417,378 

- 

01/26/2012 

109,430,803 

- 

01/27/2012 

125,711,990 

62,560,584 

01/30/2012 

126,163,028 

— Tiiniii 

01/31/2012 

126,039,349 

61,839,252 i 

02/01/2012 

123,353,147 



124.186,108 

56,193,368 

02/03/2012 

124,593,715 

52.589.752 


122.544.351 

51,046,872 

02/07/2012 

125,061,518 

54,269,624 


125,181,484 

53,449,820 


125,147,041 

48,979,864 

02/10/2012 

—II III! mil 

48,807,880 

02/13/2012 

125,401,441 

miEKSEBMi 
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02 / 14/2012 

127 , 337,622 

51 . 717.968 

02 / 16/2012 


51 , 706,496 

02 / 16/2012 


52 , 131,796 

02 / 17/2012 

. ___ - 

- 

02 / 20/2012 


48 , 707.460 

02 / 21/2012 

127 , 442.929 

47 , 859.568 

mmmmm 

M'niiiiiiiii 

47 , 803.892 

02 / 23/2012 

128 , 143,932 

48 . 056,662 

02 / 24/2012 


48 , 501,808 

02 / 27/2012 



02 / 28/2012 

■■BSH 

50 , 142,140 

! 

1 

1 


50 , 452.808 


129 , 771,936 

51 . 055.536 

mmrmtwrn 

131 . 768.548 

49 , 957,936 

mmsm 

TTilTITI ■ 

48 , 875,644 

isMiiiMiyi 


50 , 655,420 

103 / 07/2012 


49 , 544,876 






49 , 248,324 

03 / 12/2012 

136 , 974,905 

49 , 666,256 

03/1312012 

134 , 927,272 

49 , 146,444 

03 / 14/2012 

137 , 023,545 

47 . 913.840 

03 / 15/2012 

137 , 926,901 

48 . 085.788 

03 / 16/2012 

137 , 940,158 

49 , 500,428 

03 / 19/2012 

Ml Ml II III II 

48 , 946,504 

03 / 20/2012 

138 , 979.719 

Ml II I III I 1 

03 / 21/2012 

154 , 304,951 

52 , 542.460 

03 / 22/2012 

Mniimii 

61 , 100,484 

03 / 23/2012 


60 . 526.240 

03 / 26/2012 


■KUkikyj 

03 / 27/2012 

175 , 372,249 

58 , 114,248 


nimiiiiii 

57 , 785.224 


180 , 617,205 

■■•ITITTTTl 





181 . 518,641 

Mil mill 


■■'II "I II III 


riEI7iEr>7it» 

HbSIkkklbMi 


KR.MW.IWB 

■■DSg^EEai 



184 . 006.468 


04 / 09/2012 

184 , 927,225 

61 . 108.212 I 

04 / 10/2012 


nil II I'll 

04 / 11/2012 

185 . 441,910 

71 . 025,360 1 

04 / 12/2012 

185 . 398,279 

Ml mil III 

04 / 13/2012 

186 , 239,810 

72 , 598,024 


187 , 034,251 

73 . 376,576 

[igKWJailfeM 

186 , 630,091 

70 . 357,192 

04 / 18/2012 

187 , 663,989 

72 , 906,072 

04 / 19/2012 

188 , 580,913 

75 . 215.453 

04 / 20/2012 



04 / 23/2012 

190 , 412,469 

82 , 173,581 

04 / 24/2012 

188 , 644,884 

81 , 456,263 


187 , 644,321 

84 , 176,313 

04 / 26/2012 

■■Billia 

87 , 996,439 

04 / 27/2012 

192 , 810,686 

85 , 933,435 

04 / 30/2012 

191 , 311,240 

91 , 061,626 
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05 / 01/2012 

186 , 683,923 

88 , 887,431 

05 / 02/2012 

185 , 489,619 

88 , 814,768 

05 / 03/2012 

182 , 696,518 

89 , 511,582 

05 / 04/2012 

182 , 691,110 

89 , 506,005 

05 / 07/2012 

177 , 151,245 

91 , 468.679 

05 / 08/2012 

155 , 343,373 

81 , 895,979 

05 / 09/2012 

146 , 738,714 

- 

05 / 10/2012 

- 

- 

05 / 11/2012 

■ ' 

- 


FDICPROD-0024286 



CFI Monitoring Group 


What Happened in JP Morgan’s CIO? 
A Primer 
(July 16, 2012) 




1370 


CFj Monitoring Group 


- Background 

- What happened to JP Morgan in the Markets? 

- What happened to JP Morgan’s CIO Trading Portfolio? 

- Directional Risk 

- Investment Grade vs. High Yield Risk 

- “On the Run” vs. “Off the Run” Risk 

- What Happened to JP Morgan’s CIO Controls? 
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Background 


CFI Monitoring Group 


- January -April 6“’ 2012 

JP Morgan commences selling protection (going long) the CDX investment grade Indices going from Net 
protection buyers of $8 billion to Net protection sellers of $60 billion Net Notional by the end of March (The 
largest of these positions is the CDX IG Series 9, which had a Net protection sell of nearly $75Bln. 

jp Morgan also increases its position in the European ITRAXX Investment Grade Indices from Net protection 
sellers of $76 billion to Net protection sellers of $1 1 5 billion by the end of March (The largest of these 
positions is in the ITRAXX Series 9, which had a Net Protection Sale of $90 Billion by the end of March) 

Both Indices are considered “off-the-mn” and liquidity in these markets can be limited 
JP Morgan had sold enough protection in these indices to create a market dislocation 

As hedge funds saw the dislocation they attempted to purchase protection in anticipation of a market 
correction, but the size of JPM’s trades dislocated markets further, creating paper losses for the hedge funds 

It is suspected that these Hedge Funds begin to circulate news of the large JPM positions 

- April S*'’ 2012 

Bloomberg reports of the “London Whale”, a JP Morgan trader amassing a iarge positions in the CDX IG 
Series 9 and the European ITRAXX Series 9 Indices 

- April 6“' -May 10"’ 2012 

JP Morgan in separate statements indicates 

“The CIO unit is focused on managing the iong-term structural assets and liabilities of the firm and is 
not focused on shod-term profits.” 

“Our CIO activities hedge structural risks and invest to bring the company’s asset and liabilities into 
better alignment.” 

Markets reacts to reports and begins to trade against JP Morgan 

- May 10'" 2012 

Jamie Dimon makes public announcement of potential losses and potential errors made by JPM and its CIO 
group 
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What Happened to JP Morgan in the Markets? (A Simple Example) cfi Monitoring Group 


CDX IG Series 9, 5 Year 


Theoretical Spread 

JP Morgan (CIO) (Cost of Buying Hedge Funds 

Protection on Underlying 

Trade MTM Result Credits) Trade MTM Result 



Sell SIMM ProtCDX IG 
Series 9 @ 200 

None, assuming initial 
trade at Market 


200 Bps No Skew 


Buy SIMM ProtCDX IG 
Series 9 @ 200 

None, assuming initial 
trade at Market 







Sell SIMM ProtCDX IG 
Series 9 @ 190 

Made 10 Bps on 
Original SIMM Position 


200 Bps (-10 Skew) 


Buy SIMM ProtCDX IG 
Series 9 @ 190 

Lost 10 Bps on Original 
SIMM Position 






Sell SIMMProt CDX IG 
Series 9 @180 

Made 20 Bps on 1*' and 

10 Bps on Position 


200 Bps (.20 Skew) 


Buy SIMMProt CDX IG 
Series 9 @ 180 

Lost 20 Bps on 1** and 

10 Bps on 2''*’ Position 

[ 

Offer Sell SIMMProt 

CDX IG Series 9 @180 

No MTM Chang^;Siacft-.; 
no transac^ti^ « ^ 

1 f 

,th Q 

I 

“ 

jNQ INTEREST 
^ s ^ StO BUY 

No MTM Change Since 
no transactions 

] 



Buy SIMMProt CDX IG 
Series 9 @ 220 

Lost 20bps on Original, 
30bp8 on 2"'*, 40bps on 3"* 
1 


200 Bps (20 Skew) 


Sell Prot CDX IG Series 

9 @220 

Made 20bp8 on Original, 
30bps on 2"*’, 40bps on 3^ 



The Simple Example Synopsis 

- JP Morgan begins selling protection on the CDX IG Series 9 at or near theoretical value of the underlying credits and 
continues to sell at lower spreads, which begins to drive the index below the theoretical value, creating a Negative Skew 

- Hedge Funds see an arbitrage opportunity and begin buying protection, waiting for spreads to return to theoretical 

- JP Morgan continues selling protection, driving the spread down further and creating MTM losses for hedge funds 

- Hedge Funds circulate rumors of large positions held by JPM, and begin to realize that JPM needs to exit these positions 

- Hedge Funds get the last laugh, as the spreads finally do converge to theoretical and JPM is finding it very expensive to 
Buy back their protection 


Confidentiai - For Internal Discussion Purposes Only. 


CONFIDENTIAL 


FDICPROD-0036009 


1373 









What Happened to JP Morgan’s CIO Trading Portfolio? 


CF( Monitoring Group 


Confiden 


The CIO Trading Portfolio (is an Index an Index?) 

- The CIO had nearly 100 individual Index positions of varying exposures, vintages, and tenors 

- They severely underestimated the ability for these indexes to diverge from historical or assumed relationships and move 
independently 

- This problem was exacerbated by the fact that they became such a large participant in some specific indexes (CDX IG 
Series 9 and the ITRAXX Main Series 9) that it caused greater market dislocation 


What were the Major Risks to JPM? (Recall our earlier “Basis Risk” discussion) 

- “Directional Risk” is the Risk that the spreads move against you, uniformly across indices and in parallel 


SPR01 of Portfolio 


Unexpected Parallel 
Market Move 


Unexpected Loss/Gain 


Directional Risk 


“Investment Grade vs. High Yield” Is the Risk that Investment Grade Indices (ie. CDX IG and the 
dislocate from assumed relationships to the High Yield Indices (ie. CDX HY and the ITRAXX XO) 


CDX IG Series 17 


Change in Relationship - 


CDX HY Series 17 


High Yield vs. 


ITRAXX Main) 


Investment Grade Risk 


- “On the Run” vs “Off the Run” Is the Risk that “Off the Run" Indexes perform In an unexpected manor in relation to 
“On the Run” Indexes 


CDX IG Series 9 


Change in Relationship 


CDX IG Series 18 


“On the Run” vs “Off the Run Risk” 
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What Happened to JP Morgan’s CIO Trading Portfolio? 


CFI Monitoring Group 


How big are these Risks and how do they appear? (A Hypotheticai Portfolio Loosely 
based on JPM positions as of May 5th) 



Net Notional 

SPR01 

Assumed Beta* 

Beta Adjusted 
SPR01 

US High Yield 

(5.000.000.000) 


5.0 

40.000.000 

US Investment Grade 





CDX IG Series 9 “Off the Run" 

75,000.000,000 

(40,000,000) 



CDXIG Series 14 "Off the Run" 

(5,000,000,000) 

2,000,000 



CDXIG Series 15 "Off the Run" 

(20,000.000,000) 

7,000,000 



CDXIG Series 16 "Off the Run" 

(20,000,000,000) 

7,000,000 



CDXIG Series 17 "On the Run" 

10,000,000,000 

(5,000,000) 










■RSSBIHI 

1.0 


European High Yield 


3.000.000 

5.0 

15,000,000 

European investment Grade 

115,000,000.000 

(25.000.000) 

1.0 


Total 

160,000,000,000 

(52,000,000) 


(8,000,000) 


Assumed to be the Betal Baseline 


How big are these Risks and how do they appear? (Some Basic Definitions) 

- SPR01 Is the profit or loss from a 1 basis point widening of the underlying spread 

- ‘Beta Is the assumed relationship between the performance of two different Indexes, Beta's are based on the “On the 
Run" CDX IG Series 18 and CDX IG Series 17 

- Beta Adjustment Is simply the SPR01 for a given Index multiplied by it Beta 
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What Happened to JP Morgan’s CIO Trading Portfolio? 


CFI Monitoring Group 


Directional Risk - What is it? How Does it Work? 



Net Notionai 

SPR01 

Assumed Beta* 

Be^ Adjusted 
SPR01 

Basis Point 
Spread Move 

Projected Profits 
Loss 

US High Yield 

1 5 . 000 . 00), 0001 

8 . 000,000 

5.0 

40 , 000.000 

2 S .0 

200 . 000.000 

US Investment Grade 

CDX iG Series 9 "Off the Run" 

75 , 000 , 000,000 

( 40 , 000 , 000 ) 

1.0 

( 40 , 000 , 000 ) 

5.0 

( 200 , 000 , 000 ) 

CDX IG Series 14 "Off the Run" 

( 5 , 000 , 000 , 000 ) 

2 , 000,000 

1.0 

2 , 000,000 

5.0 

10 , 000,000 

CDX IG Series 15 "Off the Run" 

( 20 , 000 , 000 , 000 ) 

7 , 000.000 

1.0 

7 , 000,000 

5.0 

35 , 000 , 0 ( K ) 

CDX iG Series 16 "Off the Run" 

( 20 . 000 , 000 , 000 ) 

7 , 000,000 

1.0 

7 , 000,000 

S.D 

35 , 000,000 

CDX IG Series 1 7 "On the Run" 

10 , 000 , 000.000 

( 5 . 000 . 000 ) 

1.0 

( 5 , 000 , 000 ) 

5.0 

( 25 , 000 , 000 ) 

CDX IG Series 18 "On the Run" 

20 . 000 . 000,000 

( 9 . 000 , 000 ) 

1.0 

( 9 . 000.0001 

5.0 

( 45 , 000 . 000 ) 

Total US Investment Grade 

60 , 000 , 000.000 

( 38 , 000 , 000 ) 

1.0 

( 38 , 000 , 000 ) 

5,0 

{ 190 , 000 . 000 ) 

European High Yield 

( 10 , 000 , 000 , 000 ) 

3 , 000.000 

5.0 

15 . 000,000 

25,0 

75 , 000.000 

European Investment Grade 

115 . 000 . 000.000 

( 25 , 000 . 000 ) 

1.0 

( 25 . 000 . 000 ) 

5.0 

( 125 . 000 . 000 ) 


($ 2 , 000 , 000 ) 


( 3 , 000 , 000 ) 


J Assumed to be the Beta1 Baseline 


How can “Directional Risk” drive JP Morgan’s Losses 

- As indicated in the previous slide the “Directional” P&L results from a uniform widening of spreads, under predefined 
Beta assumptions. 

- In the example above the Investment Grade Indexes widen by 5 basis points and the High Yield Indexes move by 25 
basis points, maintaining the original 5:1 Beta assumption. 

- We then multiply the SPR01 by the basis point move, arriving at the Profit or Loss in each position 

- Summing those individual positions we come to a ($40,000,000) loss, purely from the 5 basis point “Directional” move 
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What Happened to JP Morgan’s CIO Trading Portfolio? 


CFI Monitoring Group 


Investment Grade vs. High Yield Risk - What is it? How Does it Work? 



Net Notional 

SPR01 

Assumed Beta* 

Beta Adju^d 
SPR01 

Basis Point 
Spread Move 

Projected ProfrtS 
Loss 

US High Yield 

(5,000,000,0001 

8.000.000 

so 

40.000,000 

15.0 

120.000,000 

US ln\«stmefit Grade 

CDXiG Series 9 "Off the Run" 

75,1X10,000,000 

(404)00,000} 

1.0 

(40,000,000) 

5,0 

(200,000,000) 

CDXiG Series 14 "Off the Run" 

(5,000,000,000) 

2,000,000 

1.0 

2,000,000 

5.0 

10,000,0(X) 

CDX IG Series 1 5 "Off the Run" 

(20,000,000,000) 

7,000,000 

1.0 

7,000,000 

5.0 

35,000,000 

CDXIG Series 16"Offthe Run" 

(20,000,000,000) 

7,000,000 

1.0 

7,000,000 

5.0 

35,000,000 

CDX !G Series 17 "On the Run" 

10.000.000.000 

(5,000,000) 

1.0 

(5,000,000) 

5,0 

(25.000,000) 

CDX B Series 18 'On (he Run" 

20,000.000 000 

(9.000.0001 

1.0 

(9.000.000) 

5.0 

145,000.000) 

Total US Investment Grade 

60.000.000.000 

(58.000.000) 

1.0 

(38,000.0001 

5.0 

(190.000,000) 

European High Yield 

(10.000.000.000) 

3.000.000 

5.0 

15,000,000 

15.0 

45,000,000 

European Investment Grade 

115.000,000,000 

(25.000.000) 

1.0 

(25.000,000) 

5.0 

(125.000.000) 


Total 180,000,000,000 (51,000,000| (8,000,000) Qwo,ooo,ooo) 


I I Assumed to be the Betel Baseline 


How can “Investment Grade vs. High Yield Risk” drive JP Morgan’s Losses 

- As indicated in the previous siide the “investment Grade vs. High Yield" P&L results from spread movements of 
Investment Grade positions that are not in line the original projected relationships to High Yield positions (Beta’s). 

- In the example above the Investment Grade Indexes widen by 5 basis points and the High Yield Indexes only move 
by 15 basis points (implying a Beta of 3:1 vs. the assumed Beta of 5:1). 

- We then multiply the SPR01 by the basis point move, arriving at the Profit or Loss in each position 

- Summing those individual positions we come to a total loss from the move in spreads of ($150,000,000). 

- Recall from the previous slide you can categorize ($40,000,000) of the loss from “Directional” moves and the 
remaining ($110,000,000) as a “Investment Grade vs. High Yield” loss. 
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What Happened to JP Morgan’s CIO Trading Portfolio? 


CFI Monitoring Group 


“On the Run” vs. “Off the Run” Risk - What is it? How Does it Work? 



Net Notional 

SPR01 

Assumed Beta* 

Beta Adjusted 
SPR01 

Bass Point 
Spread Move 

Projected Profit & 
Loss 

US High Yield 

(5.000.000.000) 

8.000.000 

5.0 

40.000.000 

25.0 

200,000,000 

US Investment Grade 

CDX IG Series 9 "Of? the Run" 

75,000,000,000 

(40,000,000) 

1.0 

(40,000,000) 

10.0 

(400,000,000) 

CDXIG Series 14"0frthe Run" 

(5,000,000,000) 

2,000,000 

1.0 

2,000,000 

5.0 

10,000,000 

CDXIG Series 15 "Of? the Run" 

(20,000,000,000) 

7.000.000 

IJO 

7,000,000 

5.0 

35,000,000 

CDX iG Series 16 "Off the Run" 

(20,000,000,000) 

7,000,000 

1.0 

7,000,000 

5.0 

35,000,000 

CDX IG Series 17 "On the Run" 

10.000.000,000 

(S.000.000) 

1,0 

(5,000,0001 

5.0 

(25,000.000) 

CDX IG Series 1 8 "On the Run" 

20 000 000000 

19.000.000) 

1.0 

(9.000,0001 

5.0 

(45,000,0001 

Total US Investment Grade 

60,000,000.000 

(38.000.000) 

1.0 

(38,000,0001 

5.0 

(390.000,000) 

European High Yield 

110.000.000.000) 

3.000,000 

5.0 

15.000,000 

25.0 

75,000,000 

European Investment Grade 

115.000.000.000 

(25.000.0001 

1.0 

(25,000,0001 

5.0 

(J!S,0O0,000l 


(52,000,000) 


(3,000,000) 


Assumed to be the Betal Baseline 


How can “On the Run” vs. “Off the Run” Risk drive JP Morgan’s Losses 

- As indicated on the initial slide the “On the Run” vs. “Off the Run” P&L results from spread movements of “On the 
Run” positions that are not in line with or the original projected relationships to “Off the Run” positions. (It would 
appear that JPM assumed that the relationship was 1;1 or movements would move in lockstep) 

- In the example above most of the Investment Grade Indexes widen by 5 bps and the High Yield Indexes move 25 bps 
(the correct 5:1 Beta assumption) . However the CDX IG Series 9 "Off the Run" moves by 1 0 bps, which is not in line 
with the “On the Run” Series 18. 

- We then multiply the SPR01 by the basis point move, arriving at the Profit or Loss in each position 

- Summing those individual positions we come to a total loss from the move in spreads of ($240,000,000). 

- Recall from the previous slide you can categorize ($40,000,000) of the loss from “Directional" moves and the 
remaining ($200,000,000) as a “On the Run" vs, "Off the Run" loss. 
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What Happened to JP Morgan’s CIO Trading Portfolio? 


CFi Monitoring Group 


“Basis Risk” is it that Easy? 

- In the previous slides we have demonstrated a very simple example and Isolated the Basis risks individually 

- With nearly 100 positions, the relationships and potential for market deviation increases significantly 

- There are 6 primary Indexes traded 

- On average each Index has approximately 7-8 different Series 

- There are up to 4 different Tenors (maturities) traded 

- Some of the Index/Series/Tenors also have 4-5 tranche positions 

- One can easily see how there can be a fairly complex matrix of Beta’s, which would need to be dynamically hedged 
and adjusted 



- To mange the process Indexes, Series, Tenors, orTranches are sometimes grouped and assumed to have similar 
performance, significantly simplifying the correlation matrix, 

- However, this grouping can mask relationships as was the case in the CDX IG Series 9 “Off the Run” vs the CDX IG 
Series 18 “On the Run" 
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What Happened to JP Morgan’s CIO Controls? 


CFI Monitoring Group 


Confi 


Letting Traders advise on ciosing prices without consistent Independent Price Verification 

- The previous slides provided an indication of the potential P&L effects from spread changes in specific positions 

- Depending on the iiquidity of the specific indexes Bid/Offers can range from 5 or iess bps under normal liquid market 
dynamics for “On the Run" Investment Grade Indices to easily 20-30+ bps on “Off the Run" High Yield or less liquid 
tranche positions 

- It appears that, although arguably "GAAP” approved, traders were marking their positions on the favorable side, and not 
at Mid or on a consistent basis. 

- Marking spreads on the tight (low) side for Net protection sold positions and, 

- Marking spreads on the wide (high) side for Net protection bought positions 


Poor Implementation and Governance of new trading models 

- Poor and inconsistent new model testing and governance, as CIO itself had primary control of the process 

- A new model was put in place at the beginning of the year and rt was discovered to contain errors and inconsistencies 
that resulted in a period of poor risk controls, during this period traders continued increasing positions 

- After discovery of the issues the old model was finally reinstated, but by then the positions were already on the books 


Poor Risk Controls and Structure 

- Failure to identify and set limits to increasing risks as market dynamics shifted 

- An ability for CIO management to override existing Risk limit breaches 

- CIO had an insular structure with limited visibility and control from other groups within the firm 

- CIO’s trading successes bred an environment where risk mangers were not motivated to bring issues to the attention of 
senior management 

- Potential incentive alignment issues, as CIO Senior Management (including traders) had significant input In CIO Risk 
Manager bonus compensation. (Which can easily be multiples of an employees base salary) 

detftia! - for IrJernai Dlscuiision. Purpose^ Only. 
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Microsoft Outlook 


Frpm; Chamrat. Bob 

Sent: Tuesday, June 05. 2012 11:09 AM 

To: Reitz, Karl R.; Bennett, Rosalind 

Subject: FW: JPM Position Report, as provide to 

Attachments: JPM provided positions to FSA June 30 


FSA 

2011toMay112012.x!5)( 


Bob Chanjrat 
Sr. Large Bank Specialist 
RMS Mid-Tier Bank Branch 
Blackberry;! 


From: Yao, James 

Sent: Wednesday, May 30, 2012 11:03 AM 

To: Needham, Catherine; Arya, Om P.; Capsavage, Brian A,; Charurat, Bob 
Cc: Ledbetter, Stephen L, 

Subject: JPM Position Report, as provide to FSA 

Catherine, 

As requested, please find attached a summary position report I prepared from the JPM information provided to 
FSA. It shows the month end positions of the Indexes going back to June of 2011. It appears that JPM did not 
significantly increase their positions until the beginning of this year, specifically in the US and European High 
Grade indexes. That being said they did have a Net Long of 50-7SBIn throughout the end of last year. 

Please keep in mind that these are net notionais alone and may not represent risk profiles directly. Again, this 
does not take into account things like maturity and leverage from tranches, that are represented in the CROl's 
orSPROl's, There is also a simple graph of the positions on the following tab for your reference. 

Please let me know if you have any additional questions. 


James 


9 / 6/2012 
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Microsoft Outlook 

From: Arya, Om P. 

Sent: Wednesday, June 06, 2012 8;36 AM 

To: Yao, James; Charurat, Bob; Bennett, Rosalind; Reitz, Karl R.; Burton, Steven 

Cc: Byars, Jessica P. 

Subject: FW; Synthetic Credit Report - June 6, 2012 

Attachments: Synthetic Credit Risk Pack 6-6-12.pdf 


From: Giilis, David KF [mailto:david.kf.gitlis@jpmchase.com3 
Sent: Wednesday, June 06, 2012 7:48 AM 

To: Dianne.Dobbeck@ny.frb.org; Needham, Catitetine; Arya, Om P,; "Scott Waterhouse"; Waterhouse 
(Regulator^, Scott X 

Cc: Genova, Diane M.; Hi!!, Erin; Gunseiman, Gregg B 
Subject: Synthetic Credit Report -- June 6, 2012 


Confidential 


As requested, attached piease find a detailed daily P&L and Risk report related to the Synthetic Credit 
Book dated June 6, 2012 for COB June 5, 2012. These materials are iri draft form and are subject to 
continuing internal review. 

Piease contact me at 212-648-0362 with any questions. 

David Giilis 


David K.F. Giilis 

Managing Diiecior &. Assuaiatc Genera! Counsel 

J.P. Morgan 

270 Pnrk Avenue, 38* Fl„ New York, N’ew York lOflH 

david.kr.eillis@i»moraan.cum ® TeJ; 212.648.0362 O C«»: 917,359.8854 Si Fas: 917.463,0170 


Thi« communicaTion in for ItvCormaiionai purpoicsoniy. (c is not intended as an orTcrorsoliciiaiion for the purchase or sale of any financial Inatrotncnt or as 
an ofTicial confinTiavion of any triin»aetion. All market prices, data and other mformalion arc not warranted as to compineness or accuracy and are subject to 
chacEe wlthoul notice. Any conimenis or siaiomcnts made herein dn not jiecessarily relleci those of JPMorgan Chuc Co., its subsidiaries and alTiliatcs. 
This transmissiuii may cuittato iitfanrixlion liial is privileged, vonfideniial, legally privileged, and'ur exempt Itum disclosiin: under applicable law. Ifyuu are 
not the ictendedrecipiect, you are hereby noticed chat any disclosure, copyiug. distribution, or use of the information contained borcin (including soy 
reliance thereon] is STRICTLY PROHIBITED, Aiibou^ this transmission and any anachmenu are believed to be (fee of any virus or ether defeei that 
mighi affect any eompuier system into which it is receivttd and opened, it is the responsibility of die rccipiefti to ensure that it is virtu free and no 
respmsibiliiy is accepted by JFMoigan Chase & Co., its subsidjaiius and afliliaies, as applicable, for any loss or damage arising in any way from its use. If 
you received this U'ansmissioii in error, please immediately contact the tender and destroy the material in its entirety, whether in clectioitic or hard copy 


9/6/2012 
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From: Drew, Ina <Ina.Drew@jpmorgan.com> 

Sent: TTiu, 05 Apr 2012 23:02:52 GMT 

To: Braunstein, Douglas <Douglas.BraunstEin@]pmorgan.com> 

Subject; Re: Bloomberg and upcoming WS3 stories 


I will be on cell. I called you around 5 30 

Original Message 

From: Braunstein, Douglas 

Sent: Thursday, April 05, 2012 06:58 PM 

To: Drew, Ina 

Subject: Fw: Bloomberg and upcoming WS3 stories 

If you are around tmrw would like to catch up around what we say next week on this topic 

Original Message 

From: EvangelisB, Joseph 
Sent: Thursday, April 05, 2012 06:52 PM 
To: Executive Committee 
Cc: Press Team 2012 

Subject: Bloomberg and upcoming WSJ stories 

Below Is the first version of a Bloomberg report related to hedging positions in our CIO group. The Wall 
Street Journal Is expected to run a front-page story on this tomonow as well. We've corrected some 
information about our ao function and provided the following comments. Please refer any follow up calls 
to me. Thanks, Joe 


• The Chief Investment Office is responsible for managing and hedging the firm's foreigri exchange. Interest 
rate and other structural risks. 

• ao Is focused on managing the long-term structural assets and liabilities of the firm and is not focused 
on short-term profits. 

• Our ao activities hedge structural risks and invest to bring the company’s asset and liabilities into better 
alignment 

• Our ao results are disclosed in our quarterly earnings reports and are fully transparent to our regulators. 


BLOOMBERG 

JPMorgan Trader IksITs Heft Is Said to Distort Credit Indexes 
2012-04-05 22:45:58.172 GMT 


By Stephanie Ruble, Bradley Keoun and Mary Childs 

April 6 (Bloomberg) - A JPMorgan Chase & Co. trader of derivatives linked to the finandal health of 
corporations has amassed positions so large that he's driving price moves in the multi-trillicxi-dollar market, 
according to traders outade the Arm. 

The trader is London-based Bruno Iksil, according to five counterparts at hedge funds and rival banks wrho 
requested anonymity because they're not authorized to discuss the transactions. He specializes In credit- 
derivative indexes, an off-exchange market that during the past decade has overtaken corporate bonds to 
become the biggest forum for investors betting on the likelihood of company defaults. 
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Investors complain that Iksil's trades may be distorting prices, affecting bondholders who use the 
instruments to hedge hundreds of billions of dollars of fixed-income holdings. 

Analysts and economists also use the indexes to help gauge Interest rates that companies must pay for 
new credit 

Though Iksll reveals little to other traders about his osvn positions, they say theyVe taken the opposite side 
of transactions and that his orders are the biggest they've encountered. Two hedge-fund traders said they 
have seen unusually large price swings when they were told by dealers that Iksil was In the market. 

Joe Evangelist!, a spokesman for New York-based JPMotgan, declined to comment on Iksil’s specific 
transactions. Iksil didn't respond to phone messages and e-mails seeking comment. 

Speculation Intensifying 

Speculation about his positions intensified yesterday after the newest and most-active Index of investment- 
grade credit, the Markit CDX North America Investment Grade Index of credit- default swaps Series 18 
dimbed d.d basis points to a mid-price of 97 basts points at5:13p.m.inNew York, the biggest increase in 
almost four months, according to Markit Group Ltd. 

The credit Indexes are linked to the default risk on a basket of 100 or more companies. 

In some cases, Iksil is believed to have "broken" the index ~ Wall Street lingo for the market dysfunction 
that occurs when a price gap opens up between the index and its underlying constituents, the people said. 
The persistence of price dislocations has frustrated some hedge funds that were betting on the gap to dose 
over time, the people said. 

For Related News and Infomtation; 

RBS earnings: RBS LN <Equity> EM <GO> 

More European banking stories: TNI BNK EUROPE <GO> Top stories about finance; FTOP <GO> Top U.K. 
stories: TOP UK <GO> 

-Editors: David Scheer, Peter Eichenbaum 

To contact the reporter on this story: 

Bradley Keoun in New York at -1-1-212-617-2310 or bkeoun@bloomberg.net; Stephanie Ruble in New York 
at -f 1-212-617-078') or sruhle2@bl(Ximberg.net; Mary Childs in New York at -H-212-617-6772 or 
mchilds5@bloomberg.net 

To contact the editor responsible for this story: 

David Scheer at -H -212-617-2358 or 
dscheer@bloombeig.net; 

Shannrpn D, Harrin^on in New York at -1-1-212-617-8558 or shamington6@bloomberg.net. 
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From: Wilmot, John <JOHN. WILMOT@jpmoTgan.com> 

Sent: Fri, 06 Apr 2012 19:08:40 GMT 

_ _ Dimon, Jamie <jamie.djmon@jpmchase.com>; Braunstdn, Douglas 

<Douglas.Braunstein@jpniorgan.com> 

CC: Drew, Ina <Ina.Drew@jpmorgan.com> 

Subject: synthetic credit tranche reserve 


Jamie and Ooug, 

The CIO credit book was fully marked at quarter end based on our established prldng and valuation approach 
(resulting in $(558}mm In synthetic book MTM offset by Sl83mm in positive credit securities revaluation). Given 
the recent deterioration in market liquidity in series 9 synthetic credit tranche positions, we are proposing a 
liquidity reserve of $155mm for 1Q12 for these positions. This resen/e was estimated utilizing our established 
VC6 liquidity reserve frameWork. Let me know If you have any questions. 

John 

John C Wlimot { Chief lnve»tment OfflcA } G) john.wilmotiejpfn&fyan.com { S Worii: (2tZJ S34'S452 | 9 Celt: {917) 664-1690 


Confidential Treatment Requested By 
JPM0R6AN CHASE & CO. 


JPM-CIO 0000576 



1386 


From; Wilmo^ John <JOHN.WILMOT@jpmorgan.coin> 

Sent: Mon,09 Apr201221:52:47GMT 

y . Braunstein, Douglas <DougIas.Braunstein@}pmorgan.com>:Dimon, Jamie 
<jamie.dimon@jpmchase.com> 

Subject: FW; Series 9 tranche liquidity reserves 


Below is detail relative to the liquidity reserve taken on the Series 9 credit tranche positions. 1 will forward the related 
notional exposures tomorrow morning as they are not included below and London is closed. John 

John C. WiltTwl j Chief lnv«tnient Office } (3 ji»hn,w(lmot®Jpfnorgw».eon* | 9 Wailc (212) B34*S452 | S CelJ: (917) S54-1590 

6 CREDIT TRANCHE POSITIONS IMPACTED 
3 Maturities of ITRAXX Series 9 (Syr, 7yr, lOyr Maturity) 

3 Maturities of CDX Investment Grade (Syr, 7yr, lOyr Maturity) 

CREDIT TRANCHES UQUiPlTY RESERVE OETAiLS 
Total Increase of approximately +$155Miflion 

RATIONALE FOR ADPmONAL TRANCHE LIQUtPrn RESERVES 

As pan of CIO's recurring liquidity review. Credit Index markets (post Series 8) are deemed liquid and are excluded from 
CIO's Liquidity Reserve computation. Liquidity reserves are taken for the Series S, 7, and S Credit Index and Tranches . 

Credit Tranche markets have always been considered less liquid (compared to Index markets) and Liquidity reserves are 
therefore computed and taken. However, in the past, the Liquidity Reserve associated with these 6 5eries-9 Tranche 
positions was not taken because their markets were deemed sufficiently liquid. The additional fSlSSMillion Liquidity 
Reserve was taken due to the Inclusion of these 6 5efies-9 tranche positions: this reflects the market's reduced liquidity. 

CALCUUTON METHODOLOGY (DEFINED BELOW) 

Liquidity Reserve » [CSOlj X Square Root (Holding Period) X (Spread Volatility] 

[A] CSOl (Credit Spread sensitivity to a 1bps change in market spreads relative to Position Size) 

[B] Holding Period (JPM IB suggested maximum UOdays used by CIO) 

[C] Spread Volatility (provided by JPM 19 VCG; varies by position in capital structure; highest volatility for Equity 
tranches; lowest volatility for Super Senior tranches) 
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CONTROLLERS 

CORPORATE ACCOUNTING POLICIES 


CATEGORY: 1 -0 1 00 General Accounting PoHcies 

SUBJECT: Fair Value Measurement 

Accounting Policies Contacts: Alistair Webster (primary) 
Matt Gordon (secondary) 
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C. Valuation/Measurement 

D. Valuation Hierarchy 
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F. Other Considerations 

V. CROSS-REFERENCES 
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I. INTRODUCTION 


Accounting Standards Codification Topic 820, Fair Value Measurement (‘Topic 820”), 
provides a single definition and framework for fair value measurements. In May 201 1, The 
FASB issued Accounting Standards Update No. 201 1-4, Amendments to Achieve Common 
Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs, to make 
amendments to clarify or change previous guidance and to converge US GAAP and IFRS. 
In summary, Topic 820: 


I 
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• Defines fair value; 

• Establishes a three-level hierarchy for fair value measurements based upon the 
transparency of inputs to the valuation of an asset or liability as of the measurement 
date; 

• Provides an exception to allow for portfolio based measurements for items managed on 
a net basis and measured at fair value on the balance sheet. 

• Prohibits valuation adjustments when fair value is measured using a quoted price of an 
identical asset or liability, and prohibits the application of position size-based 
premiums and discounts to level 2 and level 3 instruments except where the asset or 
liability being valued is considered single unit of account, and a sized-based adjustment 
would be applied by market participants. 

• Requires consideration of the Firm*s own creditworthiness when valuing liabilities; and 

• Expands disclosures about instruments measured at fair value. 


IL DEFINITION OF TERMS 
Fair value 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date. 

• Represents an exit price. The transaction price, or entry price, may in certain cases 
represent the exit price but the entry price should not be presumed to represent the fair 
value of an asset or liability at initial recognition. 

Highest and best use (non-financial assetsl 

The highest and best use of a non financial asset is determined from the perspective of 
market participants, even if the entity intends a different use. However, a reporting entity’s 
current use of a nonfinancial asset is presumed to be its highest and best use unless market 
or other factors suggest a different use by market participants would maximize the value of 
the asset (e.g. where the maximum value of the instrument is derived principally through its 
use in combination with other instruments.) 

Inputs 

Observable — Observable inputs are inputs that reflect the assumptions that market 
participants use in pricing the asset or liability developed based on market data obtained 
from sources independent of the Firm. Characteristics of observable inputs include readily 
available, not proprietary, regularly distributed, and transparent. 

Unobservable — Unobservable inputs are inputs that reflect the Firm‘s own assumptions 
about the assumptions that market participants would use in pricing the asset or liability 
developed based on the best information available in the circumstances. 

Market participants 

Buyers and sellers in the principal (or most advantageous) market. A market participant 
must be independent (not a related party to JPMC), knowledgeable, able to transact (have 
the legal and financial capacity to do so), and willing to transact (not forced or otherwise 
compelled to do so). 
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Nonperformance risk 

Nonperformance risk refers to the risk that the obligation will not be fulfilled and affects 
the value at which a liability is transferred. Nonperformance risk includes the reporting 
entity‘s credit risk as well as settlement risk and may include, in the case of commodities, 
the risk related to physically extracting and transferring the asset to the delivery point. 

Unit of account 

The unit of account determines what is being measured by reference to the level at which 
the asset or liability is aggregated or dis^gregated for purposes of applying existing 
accounting pronouncements. 


in. SCOPE 


Instruments/transactions for which a fair value or fair-value-based measurement may apply 
but are not subject to this policy include: 

• Share based payments accounted for in accordance with Topic 718 and Subtopic 505- 
50. While certain measurements in that guidance are fair-value-based measurements, 
they may exclude the effects of certain inputs such as conditions, restrictions and other 
features that would be considered in a fair value measurement under Topic 820. 

• Instruments, such as physical commodities, valued in accordance with Accounting 
Research Bulletin No. 43, Inventory Pricing. 

• Accounting pronouncements that permit measurements that are based on, or use, 
vendor-specific objective evidence of fair value. 

• Situations where U.S. GAAP provides a practicability exception to the application of 
fair value, for example: 

- Guarantees accounted for in accordance with Topic 460 which allows for the use 
of transaction price (an entry price) to measure fair value at initial recognition. 
See also Corporate Accounting Policy #1-0108, “Guarantees.” 

- Certain disclosures provided in accordance with Subtopic 825-10 , Disclosure 
about Fair Value of Financial Instruments, where it is not practical to measure 
fair value. Corporate Accounting Policies must be consulted where this is 
determined to be the case. 

- Certain Asset Retirement Obligations accounted for in accordance with Subtopic 
410-20 and Sections 440-10-50 and 440-10-55 , Accounting for Asset Retirement 
Obligations, where fair value is not readily determinable. 

- Certain Contributions accounted for in accordance with FASB Statement No.l 16, 
Accounting for Contributions Received and Contributions Made, where 
contributions cannot be measured with sufficient reliability. 

Note: Topic 805, Business Combinations, requires the use of fair value as the measurement 
objective, at inception, for certain assets acquired and liabilities assumed in a business 
combination (for example, intangible assets) and these assets and liabilities are therefore 
subject to this policy. In certain circumstances, where the valuation techniques applied to 
the asset or liability may be similar to a fair value measurement but fair value is not 
explicitly the required measurement objective, this policy does not apply (for example, 
receivables, notes payable, plant and equipment to be used). 
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IV. ACCOUNTING POLICY 


This policy describes IPMorgan Chase’s (JPMC) policy in consideration of Topic 820. 

The focus of this policy is how to arrive at a fair value measurement. This policy does not 
incorporate guidance regarding which instruments are required to be measured at fair value 
or which instruments the Firm has made an optional election to measure at fair value. 

Fair value measurements 

Fair value is the price to sell an asset or transfer a liability in the principal (or most 
advantageous) market for the asset or liability. The sale or transfer assumes an orderly 
transaction’ between market participants. The transaction to sell the asset or transfer the 
liability is a hypothetical transaction at the measurement date, considered from the 
perspective of a market participant that holds the asset or owes the liability. Therefore, the 
objective of a fair value measurement is to determine the price that would be received to 
sell the asset or paid to transfer the liability at the measurement date (an exit price). 

Because that exit price objective applies for all assets and liabilities measured at fair value, 
any fair value measurement requires identification of the following: 

a. The particular asset or liability that is the subject of the measurement 

b. The valuation premise appropriate for the measurement 

c. The principal (or most advantageous) market for the asset or liability 

d. The valuation technique(s) appropriate for the measurement, considering the 
availability of data with which to develop inputs that represent the assumptions that 
market participants would use in pricing the asset or liability. 

A. Valuation Premise 

The valuation premise considers that an asset would be used either (a) in combination 
with other assets or with other assets and liabilities (for example, a reporting unit or 
business) or (b) on a standalone basis (for example, a financial instrument). Whether 
the asset or liability is a standalone asset or liability or a group for recognition or 
disclosure purposes depends on its “unit of account”. The unit of account is generally 
determined in accordance with the Topic that requires or permits the fair value 
measurement. 

Financial instruments are generally valued using a standalone valuation premise. 
However, Topic 820 provides an exception to allow for portfolio based measurements 
for items managed on a net basis and measured at fair value on the balance sheet. A 
reporting entity that holds a group of financial assets and financial liabilities is exposed 
to market risks (that is, interest rate risk, currency risk or other price risk) and to the 
credit risk of each of the counterparties. If the reporting entity manages that group of 
financial assets and financial liabilities on the basis of its net exposure to either market 
risk or credit risk, the reporting entity is permitted to apply an exception to Topic 820 
for measuring fair value. The exception permits a reporting entity to measure the fair 
value of a group of financial assets and financial liabilities on the basis of the price that 
would be received to sell a net long position (an asset) for a particular risk exposure or 
to transfer a net short position (a liability) for a particular risk exposure in an orderly 
transaction between market participants at the measurement date under current market 
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conditions. Accordingly, the “portfolio” is valued consistently with how market 
participants would price the net risk exposure at the measurement date. 

The exception may be applied under the following conditions: 

• The group of assets and liabilities is managed based on the net exposure to a 

particular market risk (or risks) or to the credit risk of a particular counterparty 
in accordance with documented risk management or investment strategy 

• Information is reported on that basis to management 

• Assets or liabilities are required or have been elected to be carried at fair value 

on the balance sheet at the end of each reporting period. 

JPMorgan Chase has elected to apply the portfolio exception to its market making 
derivative portfolios and related cash instruments within the Investment Bank. 

B. Relevant Market 


A fair value measurement should reflect an exit price in the principal market for the 
asset or liability. The principal market is the market (a) with the greatest volume and 
level of activity for the asset and liability and (b) to which the Firm has access . 

• If there is no principal market, the exit price should reflect the amount that would 
be received or paid in the most advantageous market (the market in which the Firm 
would maximize the amount that would be received for an asset or minimize the 
amount that would be paid to transfer a liability). 

• If there are multiple markets for the same asset or liability, the most likely exit 
market should be considered to determine the exit price and the other exit markets 
do not need to be considered. 

• For assets and liabilities where there is little or no trading, or a one-way market, the 
Firm must make a determination of what a willing counterparty would offer to 
purchase an asset or assume a liability. The determination of what a willing 
counterparty would offer to purchase an asset or assume a liability should consider 
all available market information that the market participants would use to price the 
asset or liability. 

A discussion of the application of principal market to certain instruments has been 
included in Appendix A 

See also discussion of transaction costs below. 

C. Vaiuation/Measurement 


Valuation techniques^ used to measure the fair value of an asset or liability should 
maximize the use of observable inputs, including inputs that reflect the assumptions 
market particip^its would use in pricing the asset or liability developed based on 
market data obtained from independent sources. Valuations must consider current 
market conditions and available market information and will therefore represent a 
market-based, not entity specific, measurement. 

If an asset or a liability measured at fair value has a bid price and an ask price (for 
example, an input from a dealer market), the price within the bid-ask spread that is 
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most representative of fair value in the circumstances shall be used to measure fair 
value regardless of where the input is categorized within the fair value hierarchy. The 
use of bid prices for asset positions and ask prices for liability positions is permitted but 
is not required. Topic 820 also permits the use of mid-market pricing or other pricing 
conventions that are used by market participants as a practical expedient for fair value 
measurements within a bid-ask spread. 

Fair value should be based on quoted market prices, where available. If listed prices or 
quotes are not available, then fair value is based upon internally developed models that 
use primarily market-based or independently-sourced market parameters, including 
interest rate yield curves, option volatilities and currency rates. In certain 
circumstances valuation adjustments must be made to ensure that financial instruments 
are recorded at fair value. These adjustments should be applied consistently over time 
and may include; 

• Credit valuation adjustments (“CVA*T are necessary when the market prices (or 
parameters) are not indicative of the credit quality of the counterparty. 

• Debit valuation adjustments (“DVA”) are necessary to reflect the impact of the 
Firm's own creditworthiness in the valuation of liabilities that are carried at fair 
value. See further discussion of DVA in Appendix B of this policy. See also 
discussion ofLiability considerations below. 

• Liquidity valuation adjustments are necessary when the Firm may not be able to 
observe a recent market price for financial instruments that trade in inactive (or less 
active) markets or to reflect the cost of exiting larger-than-normal market-size risk 
positions. Liquidity adjustments are based upon the following factors: 

- The amount of time since the last relevant pricing point 

- Whether there was an actual trade or relevant external quote 

- The volatility of the principal component of the financial instrument 

• Valuation adjustments are prohibited when fair value is measured using a quoted 
price of an identical asset or liability In addition, the application of position size- 
based premiums and discounts to level 2 and level 3 instruments is prohibited 
except where the asset or liability being valued is considered single tmit of account, 
and a sized-based adjustment would be applied by market participants. 

o Costs to exit larger-than-normal market-size risk positions are determined based 
upon the size of the adverse market move that is likely to occur during the 
extended period required to bring a position down to a nonconcentrated level. 
Size of position adjustments may be considered when applying the portfolio 
exception (as described in Section fV.A), if such adjustments would be 
considered by a market participant. 

• Unobservable parameter valuation adjustments are necessary when positions are 
valued using internally developed models that use unobservable parameters 
(parameters that must be estimated and are therefore subject to management 
judgment) as their basis. Risk-averse market participants generally seek 
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compensation for the uncertainty associated with the cash flows of an asset or 
liability (risk premium). 

• Uncertainties and customization related to loan securitization for loans that are 
expected to be securitized, fair value is estimated based on observable pricing of 
asset-backed securities with similar collateral and incorporates adjustments (i.e., 
reductions) to these prices to account for securitization uncertainties including 
portfolio composition, market conditions and liquidity to arrive at a whole loan 
value, 

• Restrictions 

There are generally two types of restrictions: 

Restrictions on sale 

Examples of a restriction on sale include restrictions on private placements, 
underwriter lock-up, and volume restrictions. An adjustment must be made to 
the value of the instrument to reflect the price adjustment that a market 
participant would make due to the lack of marketability. An adjustment for a 
restriction should be re-evaluated and adjusted appropriately as the time to the 
expiration of the restriction decreases. 

Note: When a publicly traded security position incorporates both restricted and 
non-restricted securities, the adjustment for restrictions will be applied only to 
the restricted shares. For example, securities subject to SEC Rule 144 
restrictions may have portions of the position that are unrestricted depending 
on trading volume. Additionally, SEC Rule 144 shares may be free to trade if 
a shelf registration has been filed. 

Restrictions on use 

An example of a restriction on use would include a restriction on the use of a 
physical asset such as land or a building. An adjustment cannot be taken as a 
result of the restriction if it is deemed to be a restriction on use. 

The determination of whether a restriction should be incorporated in the valuation 
of an asset or liability requires judgment and consultation with Corporate 
Accounting Policies. 

• Liability considerations — a fair value measurement for a liability assumes (1) that 
the liability is transferred to a market participant and the liability to the 
counterparty continues (it is not settled), and (2) that the risk of nonperformance is 
the same before and after the transfer. Nonperformance risk or the risk that the 
obligation will not be fulfilled impacts the amount at which a liability would be 
transferred. 

The adjustment to a valuation for nonperformance risk (or the impact of the Firm's 
own creditworthiness) is called the Debit Valuation Adjustment or “DVA.” See 
further discussion of DVA in Appendix B of this policy. 
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D. Valuation Hierarchy 

All instruments measured at fair value are required to be classified within a three-level 
hierarchy that is primarily used for external disclosure purposes. The fair value 
hierarchy prioritizes inputs to the valuation of an instrument. When the inputs to the 
valuation fall within different levels of the hierarchy, the level in which the instrument 
is classified is based on the lowest level significant input to the valuation. 

Detailed below is a description of the hierarchy levels, the Finn‘s policies associated 
with the determination of classification, and examples^ of products included within 
each of the levels: 

Note: Maintenance of documentation to support the level of classification for a product 
within the fair value hierarchy is the responsibility of the Line of Business Controllers 
and CFOs. 

Level 1 — inputs to the valuation methodology are quoted prices (unadjusted) for 
identical assets or liabilities in active markets. 

• An active market is defined as one in which an accurate daily price can be obtained 
from multiple reliable sources and a fair value measurement (exit price) may be 
arrived at without adjustment or the use of a model. 

• Where a quoted price in an active market is available for the identical asset but 
pricing of the individual instruments is not practical/efficient, the Firm may use an 
alternative pricing method (for example, matrix pricing). Where an alternative 
pricing method is utilized as a practical expedient the instruments must be 
classified in a lower level of the hierarchy. 

Examples of Level 1 instruments: 

Highly liquid government bonds, certain mortgage products (for example, residential 
agency pass-through securities), exchange-traded equities, and exchange-traded 
derivatives. 

Level 2 — inputs to the valuation methodology include: 

• Quoted prices for similar assets or liabilities in active markets. 

• Quoted prices for identical or similar assets or liabilities in markets that are not 
active, that is, markets in which there are few transactions for the asset or liability, 
the prices are not current, or price quotations vary substantially either over time or 
among market makers (for example, some brokered markets), or in which little 
information is released publicly (for example, a principal-to-principal market). 

• Inputs other than quoted prices that are observable for the asset or liability, either 
directly or indirectly, for substantially the full term of the financial instrument (for 
instance, interest rates and yield curves observable at commonly quoted intervals, 
volatilities, prepayments speeds, loss severities, credit risks, and default rates). 

• Inputs that are derived principally from or corroborated by observable market data 
by correlation or other means (market-corroborated inputs). 
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There is generally evidence of two-way flow (purchases and sales in the market) for 
instruments that are classified within Level 2. 

Examples of Level 2 instruments: 

Common stocks traded and quoted on an inactive market in an emerging country, 
privately placed bonds whose value is derived from a similar bond that is publicly 
traded, over-the-counter interest rate swaps valued based on a model whose inputs are 
observable LIBOR forward interest rate curves, resale and repurchase agreements, 
warehouse loans, and debt obligations, certain high-yield debt securities, as well as 
certain structured liabilities where the inputs to the valuation are primarily based upon 
readily observable pricing information. 

Level 3 — inputs to the valuation methodology are unobservable and significant to the 
fair value measurement. Fair value for Level 3 instruments is based on internally 
developed models in which there are few, if any, external observations. For 
transactions in this category, there is rarely a two-way market, and typically there is 
considerable structuring (making the product largely one-off and JPMC specific), 

• Unobservable inputs should only be used when observable inputs are not available 
(inputs are unobservable when they reflect the Firm‘s own assumptions about the 
assumptions market participants would use to price the instrument). 

• The exit price measurement objective remains the same in Level 3; therefore, the 
Firm‘s own data should be adjusted if there is contrary data indicating that market 
participants would use different assumptions to price the instrument. 

• In certain circumstances, an instrument that is classified within Level 3 at inception 
may become more observable as it approaches maturity. In those cases, when the 
unobservable component is no longer significant, the instrument will be transferred 
to Level 2 at that time. 

Instruments for which there is an unobservable input are generally classified within 
Level 3. If there is evidence present to demonstrate that the unobservable inputs are 
not significant to the valuation through evidence such as two-way market trades, 
extensive pricing agency data, broker data or other relevant trade information, the 
instrument may be classified within Level 2. 

Examples of Level 3 instruments: 

Long-dated commodity swaps where the relevant forward price curve is not directly 
observable or correlated with observable market data, shares of a privately held 
company, structured notes with significant unobservable inputs, mortgage servicing 
rights, retained interests in securitizations, and goodwill. 

E, Transaction Costs 


The price in the principal (or most advantageous) market used to measure the fair value 
of an instrument should not include transaction costs. Transaction costs represent 
incremental direct (i.e., invoiced) costs to transact in the principal or most 
advantageous market, are not an attribute of the asset or liability being measured, and 
are reported as direct expenses in the Consolidated Statement of Income with limited 
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exception (see Corporate Accounting Policy #1-0107, “Netting of Assets and 
Liabilities and Related Income and Expense”). Transaction costs include, but are not 
limited to, invoiced brokerage and commissions and certain due diligence costs. 

Transaction costs which are incorporated within the bid offer spread (i.e,, in-the-price 
brokerage) are reported net within principal transactions and are not separately 
identified for reporting purposes. 

Transaction costs do not include the costs that would be incurred to transport an asset 
or liability to (or from) the principal (or most advantageous) market. Where location is 
an attribute of the asset or liability as may be the case for a commodity, the price in the 
principal or most advantageous market used to measure fair value of the asset or 
liability should be adjusted for the costs that would be incurred to transport the asset or 
liability to (or from) its principal (or most advantageous) market. 

F. Other Considerations 


Cut-off time 

For instruments for which quotes are available prices must be obtained at the same time 
each business day. This includes cases where products are valued using models even 
though market prices are available in other time zones (for example, when trading 
across different exchanges). In addition, prices for hedges and the items being hedged 
must be sourced at the same time of day. 

For internal trades between portfolios based in different regions, each side may be 
priced using the closing price obtained at the appropriate cut-off point in the relevant 
region. 


V. CROSS-REFERENCES 

Corporate Accounting Policy #1-0106, “Fair Value Option” 

Corporate Accounting Policy #1-0107, “Netting of Assets and Liabilities and Related 
Income and Expense” 

Corporate Accounting Policy #1-0108, “Guarantees” 

Corporate Accounting Policy #1-0112, “Consolidation ofVariable Interest Entities” 
Corporate Accounting Policy #2-0301, “Repurchase/Reverse Repurchase Agreements and 
Securities Lending and Borrowing” 

Corporate Accounting Policy #2-0401, “Trading Securities” 

Corporate Accounting Policy #2-050 1 , “Investment Securities” 

Corporate Accounting Policy #2-0603, “Loan Securitizations” 

Corporate Accounting Policy #2-0604, “Commercial Loans and Lending Facilities” 
Corporate Accounting Policy #2-0605, “Consumer Loans” 

Corporate Accounting Policy #2-0701 , “Long-Lived Assets (Other than Internal Use 
Computer Software/Web Site Development) 

Corporate Accounting Policy #2-1001, “Foreclosed Assets” 

Corporate Accounting Policy #2-1005, “Investments in Nonmarketable Equity Securities” 
Corporate Accounting Policy #3-0701, “Long-Term Debt” 

Corporate Accounting Policy #5-0101, "Accounting for Derivatives and Hedging 
Activities” 

Corporate Accounting Policy #6-0101, “Accounting for Lending-Related Fees” 
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Corporate Accounting Policy #6-0102, “Interest Income Recognition” 
VI. REFERENCES TO AUTHORITATIVE LITERATURE 


FASB Statement No. 107, Disclosure about Fair Value of Financial Instruments 
FASB Statement No. 1 15, Accounting for Certain Investments in Debt and Equity 
Securities 

FASB Statement No. 1 23 R, Share Based Payment 

FASB Statement No. 141 Business Combinations 

FASB Statement No. XA'i, Accounting for Asset Retirement Obligations 

FASB Statement No. 157, Fair Value Measurements 

FASB Statement No. 1 59, The Fair Value Option for Financial Assets and Liabilities 
ASR No. 1 1 8 , Accounting, Valuation and Disclosure of Investment Securities 
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APPENDIX A 


Fair Value Measurements for Certain Instruments Carried at Fair Value 


This Appendix is intended to give further background regarding the fair value 
measurements for certain instruments carried at fair value. The list is not meant to be all 
inclusive. 

I. Derivatives: IB Market-Making under portfolio exception 

• Background 

The Firm makes markets in derivative contracts, transacting with retail and 
institutional clients as well as other dealers. 

• Valuation Premise 

For the IB market making portfolio, JPM has elected to apply the portfolio 
exception provided in Topic 820. As a result, the unit of account is the net 
open position 

• Relevant Market 

In general, the dealer market is the Finn’s principal market for derivative 
transactions as the greatest volume of derivatives activities occur in the dealer 
market and the Firm’s IB market making businesses have access to that 
market. In addition the dealer market is the most advantageous exit market for 
the Firm. 

• Valuation/Measurement 

As a result of electing the portfolio exception, the unit of valuation for IB 
market-making derivatives is the portfolio. The starting point for the valuation 
of the IB market-making derivatives portfolio is mid market. As a dealer, the 
Firm can execute at or close to mid market thereby profiting from the 
difference between the retail and dealer markets. If the Firm cannot exit a 
position at mid market certain adjustments are taken to arrive at exit price. 

(See Section IV.C. of this policy for a discussion of valuation adjustments.) 


II. Structured Notes/Renos/Resales 

• Background 

The Firm issues structured notes* as a means to deliver derivative risk to retail 
and institutional clients that wish to invest in derivative risk in a funded format. 
Derivative risk, which may include credit risk, interest rate risk, foreign 
exchange risk, commodity risk and equity risk, is embedded in a debt host 
contract and issued in the Firm’s name. The derivative risk is the primary 
driver of the profit and loss. 

• Valuation Premise 

The valuation premise for structured notes is on a standalone basis. The unit of 
account is the transaction. 
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• Relevant Market 

There is no active secondary market for most structured note products and 
sales to third parties are rare. Dealers (issuers) will provide indicative quotes 
for their own paper and will repurchase or unwind with the original 
counterparty (investor). A dealer generally will not buy instruments issued by 
others. As such, not all market participants operate on both sides of the 
structured notes market. 

The principal market for the Firm is the primary (issuance) market for 
structured notes. Market participants include other dealers (issuers) to whom a 
liability could be transferred (who take positions on the liability side of their 
balance sheets). 

• Valuation/Measurement 

To estimate the fair value of structured notes, cash flows are evaluated taking 
into consideration any derivative features and are then discounted using the 
appropriate market rates for the applicable maturities. As the primary risk in 
the “fhnded derivative” is derivative risk, market participants that issue 
structured notes use the same assumptions in valuation as those used in 
deriving an exit price in the derivatives market. In the absence of actual data 
for liability transfers for this product, the hypothetical transaction is based on 
assumptions in active markets for similar risks (derivative market). 


III. Mortgaee Loan Warehouses 

• Background 

The Firm purchases and originates mortgage loans for securitization. Types of 
mortgages include: Agency mortgages (conforming mortgages sold to GNMA, 
FNMA and/or Freddie MAC) Alt-A, Alt-B, subprime and commercial 
mortgages. 

• Valuation Premise 

The unit of account is the mortgage loan. Mortgage warehouse loans are 
valued on a standalone basis. 

• Relevant Market 

The principal market for a product or instrument is the market in which the 
Firm transacts with the greatest volume or level of activity. The securitization 
market is the principal market for mortgage warehouse loans as securitization 
is the primary exit strategy for the Firm. 

• Valuation/Measurement 

Fair value is based upon observable pricing of asset-backed securities with 
similar collateral and incorporates adjustments (i.e., reductions) to these prices 
to account for securitization uncertainties including portfolio composition, 
market conditions and liquidity to arrive at a whole loan value. 
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Valuation technique 

All mortgage warehouse loans should be priced using a mock securitization 
(bond execution) basis, which is a market approach valuation technique. 
Under this approach, structuring models (combined with Rating Agency 
modeling approaches) are used to create representative deal structures, 
including bond levels by rating with loss coverage amounts and reflect the 
“offer” side of the market where the securitization take out occurs. 


IV. Mortgage Servicing Rights 

• Background 

Mortgage servicing rights (“MSRs”) represent rights to receive cash payments 
in connection with performing the tasks required to service pools of previously 
sold mortgage loans. These cash payments include, but are not limited to, 
negotiated servicing fees, interest earned on escrow balances, late fees, and 
float earnings on principal/interest payments. 

• Valuation Premise 

Pooling of MSRs maximizes value to the market participants by both creating 
less uncertainty in the cash inflows and permitting the market participant to 
benefit from cost synergies that occur in servicing more mortgage loans. As a 
result of these benefits, market participants see more value for MSRs that are 
pooled in a portfolio than they would for individual servicing contracts. 
Consequently, the highest and best use of MSRs from the perspective of 
marketplace participants is in-use. 

• Relevant Market 

MSRs are not traded actively with readily observable prices; sales are typically 
negotiated and brokered privately between entities. Trading volume is 
infrequent and unlike the brokering of a financial asset, the entities transacting 
must have a servicing platform and be able to perftrrm the required servicing.* 
Sales of MSRs are also subject to approval by investors in the mortgage- 
backed securities issued when the underlying loans were securitized. Based on 
the above, the principal market for MSRs, for the Firm, is a hypothetical 
market where the market participants have extensive servicing capabilities and 
benefit from certain cost economies of scale. 

• Valuation/Measurement 

The valuation of MSRs is generally estimated by calculating the present value 
of the estimated net future servicing cash flows to be received over the life of 
the servicing contract. The net cash flows are comprised of servicing revenues 
less related costs of servicing. The maximization of MSR value must either 
increase the cash inflows or decrease the costs of servicing. 
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APPENDIX B 


JPMC Implementation of DVA 

(See also discussion of liability considerations in Section IV.C. of this policy.) 

In order to incorporate the effect of changes in the Finn’s creditworthiness in derivative 
valuations, and because there is no industry standard for such calculations, the Firm 
developed its DVA methodology utilizing assumptions that it believes other market 
participants would use to value liahiiities due by the Firm. 

Specifically, the Firm leverages its current Credit Valuation Adjustment (CVA) 
methodology used to calculate and record the effect of counterparty credit risk for 
derivative receivables. The CVA is derived by calculating an expected positive 
exposure (EPE) at time of counterparty default (including certain collateral 
assumptions) and applying to it the counterparty’s credit spread or a proxy thereof and 
a standard default recovery rate to arrive at an adjustment for credit. Similarly, DVA is 
calculated as expected negative exposure (ENE) x JPMC’s market credit spread and a 
standard recovery assumption. Details for each of these key inputs follow. 

Expected Negative Exposure fENEI 

The basic building block for DVA is Expected Negative Exposure (ENE); that is, what 
the Firm would expect to owe derivative counterparties at the time of its default. This 
is computed by first generating possible scenarios'* of underlying market factors and 
averaging over all portfolio market-to-market values, treating positive values as zero. 
These scenarios take into account the impact of legally enforceable netting agreements 
and existing collateral agreements with the counterparty as well as collateral 
agreements which are probable of being enacted in the event of a significant 
deterioration in the Firm’s credit standing. 

Legally enforceable netting agreements 

The Firm has master netting agreements in place with virtually all derivative 
counterparties. Upon default or termination of any one contract, a master 
netting agreement provides for the net settlement of all contracts with the 
counterparty through a single payment in a single currency. The netting 
provisions in the agreement are legally enforceable and as such would serve 
as a mitigant (a reduction) to ENE to the extent that the Firm had positive 
exposure to the respective counterparty for other derivative contracts. An 
important assumption that the Firm makes for both CVA and DVA is that the 
Firm would net settle all deals where possible. The Firm believes that this 
assumption is well corroborated by its behavior and the behavior of other 
market participants. The Firm also believes that the incorporation of netting 
agreements into the DVA calculation is supported by paragraph 1 5 of 
Statement 1 57 which indicates that the terms of credit enhancements related 
to a liability should be incorporated in the value of that liability. Although it 
deals with presentation. Paragraph 21 of FIN 39 also acknowledges that 
credit risk is best reflected by net amounts under a master netting agreement. 
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Existing coiiateral arrangements with counterparties 

Consistent with the Firm’s approach regarding master netting agreements, 
the Firm incorporates the existence of collateral agreements in deriving the 
ENE. The Firm assumes that a counterparty to which an assignment was 
being made would demand credit protection comparable to that obtained by 
the transferor, thus requiring reflection in the exit price. 

Probabie collateral arrangements 

In an idiosyncratic default scenario, the Firm also considers the probability of 
new credit enhancements being required at the time of the credit event.’ This 
assumption impacts the exposure (ENE) to the Firm’s counterparties as the 
Firm’s credit deteriorates. 

As the Firm heads to default idiosyncratically, in order to maintain its 
derivatives franchise the Firm would likely be required by its counterparties 
to either enter into unilateral collateral agreements where there are none, or 
to renegotiate existing collateral agreements to terms more favorable to the 
Finn’s clients. For modeling purposes, the assumption is that a unilateral 
collateral agreement, in favor of the client, would be put into place. 
Consideration of the impact of probable credit enhancements within the 
valuation appropriately prevents the recognition of a gain that would not be 
realized due to the imposition of a new collateral agreement. 

While it is clear that derivative counterparties impacted by the Firm’s credit 
deterioration would request additional credit support, there is also evidence 
suggesting that market participants faced with a call for additional collateral 
would also respond by posting collateral in order to protect their derivative 
franchise. The Firm notes that several firms have established AAA-rated 
entities to house their derivatives activity for precisely this reason. 

JPMC Credit Spread 

The second major component of the DVA calculation is the Firm’s credit spread. An 
observable market indicator of the Firm’s creditworthiness, the credit spread is the sum 
of (a) the market risk premium (reflecting the market’s perception of the Firm’s credit 
risk or the systemic risk) and (2) the real probability of default (the idiosyncratic entity- 
specific risk factor). 

The Firm currently uses counterparty credit spreads from the credit default swap 
market to calculate the CVA. Credit default swap spreads assume a recovery 
assumption. Many of the Firm’s competitors also use credit spreads to assess the credit 
risk associated with counterparty receivables. It is therefore reasonable to assume that 
market participants would similarly include the Finn’s observable credit spread as a 
key input in derivative valuations. 

The Firm’s CVA methodology is based on the best evidence of how sophisticated 
market participants value the credit risk inherent in derivative transactions. The DVA 
methodology applies the same logic where the Firm is in a payable (versus receivable) 
position. In order to validate the reasonableness of the methodology and how credit 
would be considered in the transfer of a liability, the Firm considered recent 
transactions where the impact of the counterparty’s creditworthiness was clearly 
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considered in the unwind price of a derivative receivable. The Firm believes that where 
an entity is required to assess its own creditworthiness for liabilities which it records at 
fair value, an adjustment similar to that applied for counterparty creditworthiness is 
appropriate and, although based on limited historical evidence, supportable. The Firm 
believes that this methodology will also be validated by the pricing of future 
unwinds/assignments and as such, the Firm believes that its calculation of DVA — the 
product of the ENE, the JPMC credit spread, and a standard recovery rate — produces 
an exit price consistent with that derived by a market participant. 

Other considerations - DVA for structured notes 

In order to assess nonperformance risk for structured notes, the Firm leveraged the 
current DVA methodology applied to derivatives with limited modification. 
Modifications were based on the following: 

• Cash flows on derivatives may be either positive (inflows) or negative 
(outflows), whereas cash flows on a structured note are all outflows. As a 
result, for structured notes, the equivalent of the ENE (within the derivative 
calculation) is the libor flat discounted cash flows for the note. 

• Due to operational constraints, the DVA methodology for structured notes 
assumes that there is only one cash outflow which happens at maturity, similar 
to a zero coupon note. 

The DVA methodology for structured notes is based on readily available information 
(data) for the underlying structured notes. The data required is: 1. fair value of the 
structured note in its entirety (excluding the impact of the Firm’s credit) and 2. the 
expected maturity of the instrument.® The methodology calculates an adjustment to the 
fair value based upon the Firm’s survival probability at the expected maturity date of 
the instrument. The formula is as follows: 

DVA = FV ♦ (1-SP(EM,RR))*(1-RR) 

• FV: the model-based fair value of the instrument as reported on the Finn’s 
books and records (exclusive of the Firm’s credit spread). The fair value 
represents the expected negative outflows as described below. 

• SP(EM,RR) is the Firm’s survival probability at the note’s expected maturity 
EM, which is the equivalent of the JPMC credit spread X a recovery rate RR. 

The Firm’s use of CDS spreads to calculate the DVA for structured notes is principally 
based on the substance of the instruments being valued. Structured notes can be 
viewed as funded derivatives or hybrid instruments that are similar in many ways to 
derivatives. As market participants within the hypothetical wholesale market for 
structured notes would include other dealers; and as other dealers generally incorporate 
an adjustment for credit risk into the fair value (exit price) of derivatives using 
liquid/observable CDS spreads; the Firm has consistently used CDS spreads to value 
similar risks within the structured note population. 
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APPENDIX C 


Nonrecurring Fair Value Measurements 

Certain assets, liabilities and unfunded commitments are measured at fair value on a 
nonrecurring basis; that is, the instruments are not measured at fair value on an ongoing 
basis but are subject to fair value adjustments in certain circumstances (for example, 
when there is evidence of an impairment or there is a lower of cost or fair value 
adjustment.) 

Examples of instruments that are subject to nonrecurring fair value adjustments 
include: 

• Held-for-sale loans or commitments carried at lower of cost or fair value; see 
Corporate Accounting Policy #2-0604, “Commercial Lending Facilities.” 

• Held-for-investment (accrual) loans that are impaired and are written down to 
fair value based on the fair value of the underlying collateral, or based on an 
observable market price; see Corporate Accounting Policy #2-0611, 
“Allowance for Credit Losses.” 

• Equity investments accounted for either at cost or under the equity method; see 
Corporate Accounting Policy #2-1005, “Investments in Nonmarketable Equity 
Securities.” 

• Goodwill and other intangible assets; see Corporate Accounting Policy #2- 
1004, “Intangible Assets and Goodwill.” 

• Long-lived assets including real estate, fixed assets, assets under operating 
leases, and capitalized software; see Corporate Accounting Policies #s 2-0701 
to 2-0705, “Premises and Equipment.” 


18 


Confidential Treatment Requested 
by JPMORGAN CHASE & CO. 


JPM-CIO 0003441 



1405 


ENDNOTES 


^ An orderly transaction assumes exposure to the market for a period prior to the measurement 
date to allow for marketing activities that are usual and customary for transactions involving 
such instruments; it is not a forced transaction (for example, a forced liquidation or distress 
sale). 

^ Valuation techniques may include: 

Market approach 

The market approach uses prices and other relevant information generated by market 
transactions involving identical or comparable assets or liabilities and may include use of 
matrix pricing or market multiples derived from a set of comparables. 

Income approach 

The income approach uses valuation techniques to convert future amounts (for example, 
cash flows or earnings) to a single present amount (discounted). Valuation techniques 
include present value techniques; option pricing models, such as Black-Scholes-Merton 
formula (a closed-form model) and binomial model (a lattice model) which incorporate 
present value techniques, and the multi-period excess earnings method, which is used to 
measure fair value of certain intangible assets. 

Cost approach 

The cost approach is based on the amount that currently would be required to replace the 
service capacity of an asset (otherwise known as current replacement cost) 

^ The examples provided are generalized aaoss asset classes. Classification within the valuation 
hierarchy is based on a review of the products and the related facts and circumstances including 
the significance of any unobservable Inputs to the valuation methodology. 

^ Within this appendix, the term “structured note“ is used to refer structured notes, structured 
repo and structured resales. 

* Another consideration is that even for an entity with servicing capability, the size of the 
servicing operations may not provide adequate economies of scale in its own servicing cost 
structure. 

* The final ENE is a weighted average of the results from the two default scenarios (a systemic 
default and an idiosyncratic default). 

’’ In the systemic default scenario it is much less clear that the Firm's counterparties will be able 
to impose or change collateral agreements in their favor, thus incremental collateral has not 
been considered. 

* Underlying data collected from the businesses include carrying value, expected maturity and 
Legal Entity (to determine the application of the bank versus holding company spread). 
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From: Iksll, Bruno M <bruno.nn.iksl(@jpmchase.com> 
■^nt: Thu, 01 Mar 2012 05:44:04 GMT 

.o: Stephan, Keith <keith.stephan@Jpmorgan.com> 

Subject: Fw: Core credit book update 


— Original Message — 

From: Ifeil, Bruno M 

Sent: Wednesday, February 29, 2012 10:27 PM 
To: Martin-Artajo, Javier X 
Subject; Core credit book update 

I have sold important amounts of protection in ig9 lOyr (close to 7bln all day or 3.5m csOl) and this will 
push the csOl beyond the 25m limit. This is related to month end price moves that were all adverse 
although we could limit the damage. 

I reckon the csOl will jump to 28m ( I bough protection for approx SOOk in hy and xover) from 25m this 
morning. 1 went back inside the 25m limit this morning Initially but there was an insistent bid on ig9 lOyr 
later in the day. Among the other weird moves we observed today, I picked this one because this is the 
most obvious one when we analyze the lags we have in the core book. 

I will correct the breach tomorrow buying back some protection on main sl6 mostly and us hy. Initially, I 
sold risk in hy in front of the risk 1 added in ig9 lOyr but the hy market could not provide enough risk 
versus the size I was trading In Ig9. 

I he reason why ig9 lOyr was well bid was that MBIA was reporting Its earnings at the close. Hence, into 
the us close, I could see good bids for risk In hyl7 (that has mbia In it) but the protection became bid in 
Ig9 lOyr ( vrhile the Ig9 Syr was tightening!). So I engaged In selling protection In Ig9 lOyr. It was modest 
at first and became agressive as we drew towards ny close. Then the bids for risk in hy vanished and I 
could not offset all the risks properly. I did not want to run after the market prices afto the close in 
equities. 

I bought a little igl7 Syr but In a very small amount I apologize for the trouble it may cause. This would 
not create a material long risk exposure in term of say SOpct credit spread widening ( 50m or so). It is 
unfortunate that it happens at month end the day when mbia reports its earnings at the dose. The 
exposure to mbia default is not materially altered because the Syr cds trades at 27-28 pte upfront plus 
SOOrunning. So, a lot is priced in. More I sold risk In hyl7 that contains mbia. 

This trade will also increase the rwa snapshot at month end I am afraid. 


Best regards 


Cenfl4«ntM TivoUnHl RequHied 
by jnaoROAH chase a eo. 


jFiuso oa»M4) 
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1 Can #5601530708350439343 

2 

3 Custodian: Julian Grout 

4 Participants: Bruno iksil, Julian Grout 

5 


6 


MR. IKSIL: 

Hello. 

7 


MR. grout: 

Hello, Bruno. 

B 


MR. IKSIL: 

Yes. 

9 


MR. GROUT: 

Are you doing well? 

10 


MR. IKSIL; 

Yes . 

11 


MR. grout: 

very well . Are you 

12 

well 

rested this week? 


13 


MR. IKSIL: 

Yes, 

14 


MR. GROUT: 

Are you relaxed? 

15 


MR. IKSIL: 

Yes, yes, I don't want 

16 

to go 

back home, so l‘m 

rel axed . 

17 


MR. GROUT: 

I know. This is a 

18 

radical change. 


19 


MR. IKSIL: 

Yes, this is very good 

20 

for me. You will see, it’s a party over here. 

21 

Just 

one thing to clarify, in fact, Eric 

22 

updated the flight curve 

to around 12 noon. 

23 


MR. grout: 

Yes . 

24 


MR. IKSIL: 

And we didn't change it 

25 

since 

then because i must say that i am not very 


1 much aware — 

2 MR. grout: Yes, yes, it seems 
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3 

correct to me. 


4 

MR. IKSIL: 

The year-to-date 

5 

overall when i see Atlas 

— it is closer to the 

6 

one I see in the Atlas. 


7 

MR. GROUT: 

Yes, okay, very well. 

8 

MR. IKSIL: 

You see, by strategy 

9 

this is not it. i have 

negative 0.4 with regard 

10 

to core and negative 0.5 

on tactical, but i have 

11 

2.2 million in reserve. 


12 

MR. grout: 

so you should release 

13 

the 2.2 million. 


14 

MR. IKSIL: 

I release 2.2 million? 

15 

This leads to 700 versus 

negative 1.4. 

16 

MR. GROUT: 

Yes, that's good. 

17 

(inaudible) 


18 

MR. GROUT: 

IS it cooti (phonetic) 

19 

or cooti and credit? it 

's all included. 

20 

MR. IKSIL; 

That's all . 

21 

MR. GROUT: 

Okay. Very well, very 

22 

well , very well . i see 

very well what they're 

23 

doing. And that's it, it's IP, so one shouldn't 

24 

try to understand. As you can see, I had this 

25 

meeting with (inaudible) 

. of course the guy is 


1 super bulletproof. 

2 Risk LIB. The guys take a model 

3 from CRM LIB that is blowing a fuse. The guys 

4 at flow LIB defend him systematically so 

5 everything is going well, it's normal. 
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6 MR. IKSIL: (Inaudible). 

7 MR. grout: And fortunately thanks 

8 to our friends in New York, we are sure that 

9 it's going to continue. 


10 


Well 

, you know, you shouldn't .... 

11 

one must 

not be a 

1 philosopher. 

12 


MR. 

IKSIL: 

Yes, yes. 

13 


MR. 

GROUT: 

We don't really have a 

14 

choice. 

The re ' s 

life after that. That's true. 

15 

there is 

life after that 

and that's the way it 

16 

i s . 




17 


The 

result 

is not so bad after all. 

18 

In fact. 

when you see how we messed up, it's not 

19 

so bad. 




20 


MR. 

IKSIL: 

Yeah, here it's pushing 

21 

it a little bit. 



22 


MR. 

GROUT: 

Yes, yes, of course. 

23 

yes . 




24 


MR. 

IKSIL: 

So you will see — 

25 


MR. 

GROUT: 

Yes, yes, l imagine. l 


1 

see that very well. 


2 


Is Ravi -- does 

Ravi know about the 

3 

magnitude? 



4 


MR. IKSIL; I told him, yes, I told 

5 

him. 



6 


I hold him that 

they had to push 

7 

back two or 

three BIS today. 

There's nothing 


8 they could do it. Everything is calm. It was 
Page 4 
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yesterday, in fact, that worrisome — 

MR. GROUT: Yes. 

MR. IKSIL: It was with 
(inaudible). The guys did not want to give me 
any colors. It was something that did not make 
any sense anyway. 

MR. GROUT: That's okay. Report 
that thing that was accumulated day after day 
and that's it. You see? 

Here we're lagging — we're lagging 
— well, you'll tell me this on Monday and 
anyway, I see the impact very well, I have a 
vague idea you know how this is going to end up. 

You know that (inaudible) Trevor is 
going to try to get some capital, Ina will say 
no, so it will be a big fiasco and it will be a 
dig drama when, in fact, everybody should have 


6 


— should have seen it coming a long time ago 
and everybody's — and everybody's working in a 
way that would lead for that to happen. 

So you see all that we're going to 
do is that when we get to the end of the month, 
we will — we will lose another 200 pars, and at 
the end of the month we will defend ourselves 
and we will say in the end, this is your fault, 
and that's it. 

Anyway, you see we cannot win here, 
I don't focus on Core right now. It's not worth 
Page 5 


Draft Transcript - Subject to Review and Correction 
Likely Contains Errors 

JPM^IO 0003449 



1412 


March 9, 2012 

Transcript of Call 5601530708350439343.txt 

12 it. It's not worth it. We're fighting against 

13 our own firm. So you see we have to think. 

14 MR. IKSIL: Utn-hum. 

15 MR. GROUT: What is important is 

16 what you mentioned and that is Radiant 

17 (inaudible). That all rallies except the ones 

18 that are holding Radiant. I am sure that the 

19 five years rallied. 

20 MR. IKSIL: The five years plunged. 

21 MR. GROUT: But the five years did 

22 not last five years, so you see — wouldn't you 

23 know that it's your own firm that is doing this? 

24 What do you want to do? what do you want to do? 

25 It's not worth it, you see. This 


1 is a (inaudible), it's not worth the fight. 

2 MR. IKSIL: Um-hum. 

3 MR. GROUT: One must be 

4 philosopher. Just keep it like this. We keep 

5 the flotation line and we drown nicely and 

6 quietly and if we have to accelerate, we never 

7 know, we may get a loan. 

8 (Inaudible). 

9 MR. IKSIL: I spoke to our analyst 

10 once again about Radiant today. This is an 

11 interesting situation, in fact, because I think 

12 that Dire (phonetic), Radiant, you have two 

13 companies, you have Goldman Sachs. This is 

14 really on a single name — 
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15 

MR. GROUT: 

Yes. 

16 

MR. IKSIL: 

okay — and JP on the 

17 

index, in fact. 


18 

MR. GROUT: 

Yes. 

19 

MR. iksil; 

So you see on jp we 

20 

lose the index. On (inaudible). 

21 

MR. GROUT: 

Yes. 

22 

MR. IKSIL: 

And you see, in fact, 

23 

that when of the guys talked to you — when the 

24 

guys speaks to you — 

I asked the guy did 

25 

everything go well this 

year? He said no, not 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 
17 


at all . I don't know anything about this. We 
must stop this nonsense. 

The market is creating a false 
focus on the maturity that they have in January 
2013 — February 2013. 

MR. GROUT: Yes. 

MR. iksil; They say yes, yes, 
they're going to be able to pay it back no 
problem, but that's not the problem. They could 
always pay it back. They have enough cash to 
pay it back today if they needed. You see? 

MR. GROUT; Um-hum, um-hum, um-hum. 

MR. IKSIL: The problem is what's 
going to happen if they have to admit their loss 
or not. 

MR. GROUT: Yes. 

MR. IKSIL: And here, you see, here 
Page 7 
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18 is where it gets interesting. This is where the 

19 guys are — this is where the lady from Goldman 

20 told me anyway, the regulator, which is the 

21 Insurance Department of Pennsylvania, which is 

22 the one regulating Radiant — 

23 MR. grout: Yes. 

24 MR. iksil: -- they are the less 

25 strict in the country, ironically, you see. 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 


MR. GROUT: Yes. 

MR. IKSIL: And they have no 
interest in — to put Radiant (inaudible). 

You see, the other analyst said, 
you know, it is in their best interest to 
protect the policyholders. 

MR. GROUT: Yes, yes. 

MR. IKSIL: So I found it 
interesting to see that -- l felt that there was 
somebody who was pushing really. 

MR. GROUT: Yes, there's a lot of 
money involved. 

MR. iksil: Yes. Yes, and it was 
(inaudible) of course. 

MR. grout: um-hum, um-hum. 

MR. iksil: (Inaudible), but here I 
must finish — 

MR. GROUT: Go ahead, we see this 
way if it's benign — 

MR. IKSIL; I forgot to update the 
Page 8 
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21 G-9 curve. I stayed at 14.5 versus 34. I need 

22 to (inaudible) or I can do that on Monday. 

23 MR. GROUT: Yes, go ahead and do 

24 that on Monday. Forget about it. It's against 

25 us and it's going to complicate things for you 

10 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 
23 


regarding P&L, so forget about it. 

MR. IKSIL: Yes. 

MR. GROUT; DO it Monday. 

MR. IKSIL: Yes. Okay, so have a 
good last two days. Do you know what time you 
get in on Monday? 

MR. GROUT: I get in early. 

Normally I should get there around 8:30 in the 
morning. I have a meeting with (inaudible) — 

MR. IKSIL: At 9 a.m.? 

MR. GROUT: At 9 a.m., yes. 

MR. IKSIL; (Inaudible). 

MR. GROUT; okay. 

MR. IKSIL: Okay. 

MR. GROUT: And anyway, it's our 
future, you see. You see, when you're on 
vacation, you see that this thing is dead at its 
birth. It's going to die so what's going to — 
it's a firm, it's a special firm, IP. 

Everything is going well, it's dynamic, 
everything is questioned very frequently, so we 
will see what's going to happen. 

We're going to try to do our job. 
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24 I believe that it is better to say that it's 

25 dead, that we are going to crash. The firm will 


1 service the debt. The CIO is perfectly prepared 

2 for (inaudible). You see what I mean? 

3 so we're going to be in the center 

4 of this thing, it’s going to be very 


5 

uncomfortable but we must not screw up. That's 

e 

all . It's going to be 

very political in the 

7 

end. 


8 

That’s it. 


9 

MR. iksil: 

Yes. 

10 

MR. GROUT: 

we'll see. We’ll see, 

11 

but if they — but if they continue to push the 

12 

G-9 complex like this, 

we may recharge 

13 

(inaudible) because it' 

s almost for free now if 

14 

they continue. 


15 

I'm still 

waiting a little bit, you 

16 

see. we must have some 

: rally that (inaudible) 

17 

are compressed and at that point it's going to 

18 

become interesting. 


19 

MR. iksil: 

Yes. 

20 

MR. grout: 

It will become — well 

21 

— where is the five years at this time? 

22 

MR. iksil: 

Eighty-one thousand. 

23 

MR. grout: 

oh, yes, it grew very 

24 

wel 1 . 


25 

MR. IKSIL: 

Yes, but at the same 
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12 


1 time, you see, what do we call it, Radiant, that 

2 12 lost 1.5 points, so — so it's not the end of 

3 the world. 

4 MR. GROUT: Yes. Yes, if Radiant 

5 (inaudible) the entire curve must converge. 

6 MR. IKSIL; That's it. In fact, 

7 their marketing point on the CNM is to say that 

8 there's no problem in any way. They're going to 

9 present a tender for January 2013, February 

10 2013. So there's no interest in having CDLs 

11 from December 2012 when we know for sure that 

12 after that they're going to die. 

13 MR. GROUT: Yes. 

14 MR. IKSIL: YOU see, this is a good 

15 marketing argument. 

16 MR. GROUT: Yes. And while why 

17 would they make a tender if they're certain 

18 they're going to die? I don't understand the 

19 objective very well. You see? 

20 MR. IKSIL: Exactly. I think this 

21 is something where they can, in fact, make 

22 (inaudible) -- 

23 MR. GROUT: Yes. 

24 MR. IKSIL: They can say 

25 (inaudible) February 2013 what's this mess. 


13 


1 


MR. GROUT: Yes. So what you are 
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2 going to do? Anyway, we’ll see about that 

3 Monday. 

4 we’re going to (inaudible) with our 

5 equities, we are protected with (inaudible). 

6 We don't have anything to worry about, in any 

7 case. However, we must be careful. 

8 MR. IKSIL: Yes. We must. 

9 MR. GROUT: okay. We have until 

10 December to cover this thing, we have sometime. 

11 HR. IKSIL: Yes. in the meantime, 

12 enjoy your last days. 

13 MR. GROUT: um-hum. 

14 MR. IKSIL: Okay. 

15 MR. GROUT: okay. 

16 MR. IKSIL; Okay. 

17 MR. GROUT: ciao. 

18 (End of call .) 

19 

20 
21 
22 

23 

24 

25 
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From: Iksil, Bruno M <bruno.m.iksil@jpmchase.com> 

•'ent: Mon, 19 Mar 2012 11:44:53 GMT 

o: Martin-Artajo, Javier X <javier.x.martln-artajo@ijpmorgan.com> 

CC: Grout, Julien G <julien.g.grout@ijprnchase.com> 

Subject: Core Book analysis and proposed strategy 


Book position 

- The book has positive carry, P&L upside on defaults and positive convexity if spreads gap wider. It is relatively neutral 
directionally overall at current market spread levels> 

- To obtain this profile, the book receives the forward credit spreads. When markets are caught in squeeze like this 
one, the P&L volatility can become very large : this is what is happening since the beginning of this year in CDX 1G9 and 
Main iTRAXX S9 series. The hit amounts to 5-10 Bps lag in those forwards versus the 50-60Bps rally. 

-The book incurred a loss of 100m usd IN us hy from KODAK default and RESCAP almost certain default : this 
weakness have been corrected now and offers decent upside in any new default in HY indices 

Market behaviour 

- The CDX IG9 and ITRAXX Main S9 are the series where index tranches still trade. This is where the street owns some 
protection especially in the longer tenors for capital relief reason and uncertainty about the timing of defaults. 

- some large Hedge funds have some "skewtrades” where they buy protection on the series 9 lOyr indices versus the 
single names 

-in the rally, those series (where the book is long risk and the street is short risk| have lagged consistently : by trading 
- i trying to correct the lag, we could retrieve l-2bps but then we met strong resistance either with size or bid-ask 
widening. 

-this year the tranche market depth has vanished : we can trade but small size each time with an appetite from 
dealers to load protection on the longest tenors. 

-in US HY, in addition to the 2 defaults, we face a flattening trend advertized by dealers saying that either we have 
defaults or we rally : either ways, the cun/e flattens and we have a steepener on. 

- as a summary, the book is a very visible player and holds a trade that the street wants to have now : ie a protection 
against unpredictable defaults. At the same time, they still own their "no default" trades from last year. So the street 
systematically steepens the series 9 curves and maintain the longest tenors wider than anything else. 

Proposed strategy ; let the P&L fluctuate while not defending, Just maintaining the upside on defaults over time 

-CDX iG and ITRAXX MAIN : overthe next 18 months 

- buy back the protection in 0-3 lOyr to reverse the profile {3Bln in main, 6bln in IG) 

- buy some 0-3 in Tyr tenors { Ibln main-2 bln in 16) 

- sell protection over time on widenings to maintain the carry ( S-10 Bin Main and IG) 

- CDX US HY : over the next 18 months 

- put flatteners on in HYU-hylS-hylG-hyl? series while we own the protection on the Syr now 

- let the longs in HYlO-hvll series live as they have lost already 18 names out of 100 and look safer than hy 14 

to hyl? series ^ 

P&L possible range ; the loss is likely to range between 100m to 300m 

- main reason Is the CDX IG? lag ( 2-3bps or 100- 150m) 

- second next Is CDX HY : the hit is another 100m spread within the tranche and index bid-ask. Typical here, you 
cannot really trade but the mid does not change. 
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. -third is Main itraxx : the curve in S9 steepened by 5bps pushing the forward back up while the other curves 
steepened 1 bp in the rally. The hit here is 80-100m. 

- the estimated bid-ask on the book grossly amounts to 500m all-in { 200m for !G, 100m for Itraxx main, 200m for CDX 

HY). 

Conclusion. 

- the book has very useful features and should be maintained with its upside on defaults as much as possible, 

- the market is very small now and we are too visible with likely some of our trades creating a concern among dealers 

: this affects us both in the bid-ask cost and the Mark_To_market because the street owns the long term protection to 

mver their legacy, ie "no default" trades mostly held in form of steepeners and long risk in shortterm equity tranches. 

- there is a trap that is building : if we limit the Mark-To_Market we risk increasing the notionals further and weaken 
our position versus the rest of the market. One solution would be to letthe book be really long risk, yet this would not 
be in a liquid market and may increase the P&L noise especially in corrections. 

-the solution proposed amounts to be longer risk and letthe book expire carrying the upside on default ; I think we 
own here a very good position for a size that is also significant. This would involve some mechanical trading, ie buy 

protection on lOyr equity tranches, putflatteners in HY 14-17 and SELL protection on spread wdidening. 

The PNLbreakdwon and bid-ask analysis will come soon after. Julien is on it. 

Bruno 
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Participants: Bruno Iksi! 

Iksil Heilo Javier. It’s Bruno. Again, you know we can’t try to be close to the market 

prices and we would show a loss of 40 million core and 3 million in tactical and I 
wanted to know if that was okay with you. I’m going to send you an SMS to get 
your, your approval. We’re still in the range but its three(?) everywhere so, as I try 
to get closer to the target and I don’t want to make it last you know. I think we 
should, we should start, start showing it Please call me back if you can or just 
reply to my SMS please. 
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From: 

''ent; 

j; 

CC: 

Subject: 


Maitin-Artajo, Javier X <javier.x.mattin-attajo@]pmorgan.com> 

Wed, 21 Mar 2012 14:55:33 GMT 
Drew, Ina <Ina.Drew(a)]pmorgan.com> 

Maoris, Achilles 0 <achilles.o.macris@jpmorgan.com>; Goldman, Irvin J 
<irvin.j.goldman@jpmchase.com> 

Synthetic Book 


Ina , 

the purpose of the meeting is to highlight an important issue that are appearing in the book from the market in terms of P/L 
but is related to the findings that we have made so far regarding the RWA'sof the book . 

Our recent changes in the book and capital have highlighted that we have reduced our RWA by 10 Bin from the beginning of 
the year and also increased the !B's RWA too for a similar ammount . This result is a larger reduction in RWA than what we 
thought in January . 


cid;image003.png@01CD0697.67FA07C0 


We have increased our CSOl from being net short in JAN to net long In MAR and reduced our total book Notlonals by 14 
Bln . This has resulted in an increase in the books RWA due to capital charge called IRC of 18 Bln In RWA . This should be seen 
as the extra long that the book currently has as compared with what the model would consider neutral . The fact that the 
Increase that we have seen in the book has not materialized in our performance has raised the following issues : 


1. Our current underperformance in the Synthetic Book is large compared to our estimates given the changes in the profile of 
the book . 

2. The increase in transparency with OR and now with Risk Management regarding the optimatization is hlghligtingthe 
positions that we have and also revealed that our optimatization benefit Is increasing the RWA cost to the IB and increased 
their speed to reduce the CRM by externalizing it with a counterparty or to reduce the books offsettingtrades . 

. ,.e dilemma that we face at the moment is that we are improving our RWA position vs the IB but the trades that we made 
from the beginning of the year are upsetting this balance with our IB ( and others ) because as they have been eager to take 
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the opposite side of our trades this was due to a more bearish view and also the benefit that that opposite position would 
have for their capital . The IB now is becoming aware of this as the numbers where released on Monday and therefore their 
reaction in the market . 


My conclusion here is that we need to keep our current positioning that Is sHghly Increasing the long in iG and then correct 
the RWA next quarter either by reducing the IRC by selling our extra long IG or get the CRM charge reduced by joining the IB 
and reduce the exposure with a third party . 


ards 
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From: Drew, Ina <Ina.Drew@jpmorgan.com> 

Sent: Thu, 22 Mar 2012 17:48:11 GMT 

Y Machs, Achilles O <achilles. o.macris@jpmorgan.com>; Martin-Artajo, Javier X <javier.x.martln- 

artajo@jpmorgan.com> 

Subject: I was confused by the incerased position noted today after 


Yesterday's exhaustive meeting. 
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HIGHLY CONFIDENTIAL 

MR. ARTAIO: IPMorgan. 

KEITH: Heno, lavier, it's 
Keith, how are you. 

MR. ARTAIO: Hey, Keith, man. 

Having a lot of headaches here. 

KEITH: I cannot wait to come 
back to London. I can't tell you 
how much fun it is, like, in the 
amount of time I have spent 
discussing with Pete and Irv, and I 
sometimes just feel like a broken 
record, like, you know, especially 
— and I’m trying to, to be, you 
know, as thorough and as patient as 
I can be. But, you know, I'm just 
getting strange requests, like, can 
you walk me through this, can you 
walk me through that? I mean I've 
been through the book before with 
Pete as you’re aware. I talk to 
him every day about it. So I have 
some patience to take Irv through 
it. But it seems like there's a 
breakdown in the link of 


3 


1 

18:14:41 2 
18:14:42 3 

18:14:43 4 


HIGHLY CONFIDENTIAL 

communication here because I was 

under the impression that everybody 

was very clear that what that what 
Page 2 
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Call #5722876946602392261 (2).txt 

we were doing was adding, another 20 
to 25 million of risk in one sense 

MR. ARTAIO: No, no. 

KEITH: Now it seems like 
everybody says , no , we di dn ' t know 
what we were doing. 

MR. ARTAIO: I spoke with ina. 

The reason I told her, the reason 
I'm doing that is to defend the 
position, okay, we cannot do that. 

I just with didn't want the 
investment bank to rollover us. 

This is increase the book by 25 or 
26 billion of IWA which is freaking 
them out. I said, look, you know, 
relax. I just don't want — I 
needed to do this in order to 
settle with them, okay. Okay, so 
when this is going all the way up, 
man, just for you to know. And I 
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HIGHLY CONFIDENTIAL 
we have raised this issue and he's 
going to talk to Hogan and he's 
going to talk to Danielle Pinto and 
he's going to talk to the America, 
okay. So we escalating the problem 
here all the way up. The issue 
Page 3 
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call #5722876946602392261 C2).txt 

here is that the investment bank is 

manipulating the prices. They want 

us out of — you know how valuable 

the IG9 position is, right. 

KEITH: I don't. 

MR. ARTAlO: And we have a lot 
of it. It is almost they trying to 
squeeze us out. I have evidence 
they trying to squeeze us from a 
loft different point of views 
because we get the marks , we get 
the shit, Bruno saying he's getting 
very rattled. We have a good 
position. It's not performing and 
we are getting paranoid here. At 
the same time, l didn't want them 
to squeeze us out of the trade. I 
said, okay, man, l don’t mind if we 
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HIGHLY CONFIDENTIAL 
get a little high on our IWA. I 
get long on IG. This defense, the 
decompression trade. It puts a 
little bit of pressure on them 
because we are going to have to 
settle this now, okay. We going to 
have to settle these differences 
here. You know, whether or not we 
do a trade or not. This is out of 

my control or out of control now. 

Page 4 


Confidential Treatment Requested 
by JPMORGAN CHASE & CO. 


DraftTranscript- Subject to Review and Correction 
Likeiy Contains Errors 


JPM-CIO OOOM96 



1433 


March 23, 201 2 


18:16:24 12 
18:16:27 13 
18:16:30 14 
18:16:31 15 
18:16:32 16 
18:16:34 17 
18:16:35 18 
18:16:36 19 
18:16:38 20 
18:16:39 21 
18:16:41 22 
18:16:43 23 
18:16:44 24 
18:16:46 25 


1 


18 

16:48 

2 

18 

16:50 

3 

18 

16:52 

4 

18 

16:54 

5 

18 

16:56 

6 

18 

16:58 

7 

18 

17:00 

8 

18 

17:02 

9 

18 

17:05 

10 

18 

17:06 

11 

18 

17:08 

12 

18 

17:09 

13 

18 

17:10 

14 


call #5722876946602392261 (2).txt 

This is ina. ina has to decide 
this with, with less. 

KEITH: less. 

MR. ARTAIO: With less Staley 
basically. Otherwise it going to 
be a shit show. These guys are 
putting things on the street. It 
is a fight between iPMorgan and 
IPMorgan and the street. This is a 
stupid thing, okay. So, you know, 
the problem that we have is that 
we've been trying to optimize our 
book. We didn't know how it works. 

So obviously we made mistakes. 

6 

HIGHLY CONFIDENTIAL 
we've made mistakes because we, we 
think there is reward, we think 
like okay this is good for me, this 
is a good trade, so we put a book 
that has long carry and has got 
good defaults. It is a very good 
book. You ask Bruno what he really 
thinks. He thinks he hasn't made a 
mistake. Maybe a little slow in 
covering the short we have in 
investment grade, okay. So we 
haven't really stepped on shit 
really other than having a little 
Page 5 
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can #5722876946602392261 C2).txt 

bit of unfortunate defaults on 

Kodak. But, you know, it's fine 

that the book is down for some 

reason. But, you know, it is good 

for our file and we like the book. 

So this is what I told ina. The 

investment bank for some reason 

they are incredibly sensitive to 

the position that we have, okay. 

The investment grade. I don’t know 

why that is. Bruno thinks that 
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HIGHLY CONFIDENTIAL 
because of the size of the book 
they have; it's a very fiat book 
but it has huge notionais, okay. 

And apparently what I'm hearing is 
that the book is very sensitive to 
this thing in their own, in their 
own behavior, okay. 

KEITH: I think it's — I 

think, and you and I discussed this 

briefly before I left on Tuesday, I 

think that's a function of the fact 

that if you look at what that thing 

does as sort of the on the run 

correlation series, it remains the 

thing that looks like the cheapest 

instrumentation to hedge your sort 

of single name exposure in the 
Page 6 


Draft Transcript- Subject to Review and Correction 
Likeiy Contains Errors 


Confidential Treatment Requested 
by JPM0R6AN CHASE & CO. 


JPM-CIO ObOMSe 



1435 


March 23, 2012 


18 

20 

;24 

19 

18 

20 

:25 

20 

18 

20 

:27 

21 

M 

00 

20 

;29 

22 

00 

20 

;32 

23 

00 

20 

:33 

24 

18: 

20 

;35 

25 


1 

18:20:36 2 
18:20:37 3 
18:20:38 4 
18:20:40 5 
18:20:42 6 
18:20:43 7 
18:20:43 8 
18:20:44 9 
18:20:46 10 
18:20:48 11 
18:20:49 12 
18:20:51 13 
18:20:52 14 
18:20:55 15 
18:20:56 16 
18:20:58 17 
18:20:59 18 
18:21:01 19 
18:21:04 20 
18:21:05 21 


can #5722876946602392261 (2).txt 

ratings and all the rest. So 
there's a perpetual bid to kind of 
continue to just, you know, lift 
protection on IG9 ten year and at 
the same time they end up the other 
way around I think. Because what 
you do is sell protection on the 


8 

HIGHLY CONFIDENTIAL 

Other. 

MR. ARTAIO: That's right, so 
they end up with having a mirror 
position with ours, right. 

KEITH: Compression trade 
basically. 

MR. ARTAIO: So basically we 
are fighting the idea. They are 
doing that. Now they are fighting 
with two things. One is actually 
by trying to source the risk. But 
we are not trading a lot of volume, 
okay. The whole problem that I 
have with this, and the whole 
problem I have with Bruno is if 
they were trading size on the other 
side I feel, shit, we’ve got a bad 
position, okay. So, fuck, you 
know, they really want it. But 
they are not trading volume. They 
Page 7 
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had just volume us. They are just 

giving us bad marks. So they are 

not getting — it's not that they 

are giving us headache and the 
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HIGHLY CONFIDENTIAL 

market is moving and you trade and 

the opposition increases and gets 

worse. Opposition increases 

because we trade with them but we 

don't trade size. There is no 

volume, okay, so this this is 

purely their trading, this month 

end. They are worried about this. 

They must have something in the 

book that is obviously not working 

because otherwise l don't see the 

investment bank reacting this way. 

I haven't seen them react this way, 

okay? But it is very obvious they 

are targeting us. They have a lot 

of information about what we do. 

They have our positions. They 

really are targeting us. We had 

too many dialogues here. I've had 

too many dialogues with 

(INAUDIBLE), too many dialogues 

with the America (INAUDIBLE) has 

too many dialogues there too. Ina 

has mentioned this. To be honest 
Page 8 


Draft Transcript - Subject to Review and CorrecUon 
Likely Contains Errors 


ConndenUal Treatment Requested 
by JPMORGAN CHASE & CO. 


JPM-CIO 0D035OQ 



1437 


March 23, 2012 




Call #5722876946602392261 (2).txt 


10 


1 


18 

21 

58 

2 

18 

22 

00 

3 

18 

22 

01 

4 

18 

22 

03 

5 

18 

22 

06 

6 

18 

22 

08 

7 

18 

22 

09 

8 

18 

22 

10 

9 

18 

22 

12 

10 

18 

22 

14 

11 

18 

22 

16 

12 

00 

22 

18 

13 

18; 

22 

19 

14 

CD 

22 

21 

15 

00 

22 

23 

16 

OO 

22 

24 

17 

18 

22 

26 

18 

18 

22 

28 

19 

18 

22 

31 

20 

18 

22 

33 

21 

18 

22 

33 

22 

18 

22 

35 

23 

18 

22 

37 

24 

18 

22 

38 

25 


HIGHLY CONFIDENTIAL 
with you, this, they know that we 
are sensitive to this. They know, 
they know, they know very well now. 
So they are manipulating the market 
and we have to stop it. Because 
now it is coming to me from the 
market. The market is asking us 
what the fuck are we doing. We 
have a large position. And that's 
iast thing you want. Then you need 
to stop that. I told Peter, this 
is an the way up. it might go to 
lamie Dimon then. 

KEITH: lust to, just to add 
like a little bit more color and 
this is like a random anecdotal 
thing. But some like junior 
fucking kid called Ari Wechsman who 
works in credit. 

MR. ARTA30: What? 

KEITH: There's a junior kid 
who works in market risk for 
credit, credit markets who 
apparently was calling the market 
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HIGHLY CONFIDENTIAL 

risk guys in cio in New York 

saying, hey, we've had like two 

standard deviation distortion in 

this main verse cross over 

decompression and apparently it's 

all because of a big prop trader 

called Bruno in CIO. That's just 

for you to know, right. So — 

MR. ARTA30: That is nasty, 

man, that is nasty. 

KEITH: what that means is that 

the traders in credit flow are 

telling that to their risk guys and 

just spreading sheet. 

MR. ARTAIO; That's right. But 

we need to stop that. 

KEITH: I don't know how to get 

in front of it. I don't know. l 

mean the only thing we can do is 

what you're suggesting now, which 

is ina has to have that 

conversation with less and someone 

has to say knock it the fuck off 

because we look like idiots in the 


12 
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HIGHLY CONFIDENTIAL 
street. 

MR. ARTAIO: That's right. We 

need to stop this exactly. 
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KEITH: I'm tening you, this 
is like associate level market risk 
kid who doesn't even know what the 
word decompression means. Can you 
tell it's not his words. 

MR. ARTAIO: We need to stop 
this. We need to stop this shit 
internally. We need to stop that. 

I mean listen we have issues here 
too. I'm not saying, I'm not 
telling you honestly that we are 
the pretty boys and everybody else 
is, is ugly. We have an issue here 
that, you know, I'm using too big 
IWA. But this is known by, by the, 
it's a known weakness. They are 
using that, they are exploiting us. 

They think they can take us out. 

That's what they really think with 
no capital. And this is what we 
what needs to stop. 

13 

HIGHLY CONFIDENTIAL 
KEITH: All right. 

MR. ARTAIO: Irv is calling my. 

I'll call you back. 

KEITH: All I did is a graph 
with the notionals and I sent it to 
you and I sent it to irv. I'll 
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18:24:16 8 talk to you later. Bye. 
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-Subcommittee on Investigatioos I 


BRUNO IKSIL <BIKSIL2@| 

Fri, 23 Mar 2012 14:56:42 GMT 

BRUNO IKSIL <BIKSIL2iS 

JAVIER MARTIN-ARTAJO <JMARTAJOl 


nent 

tigatiofls 


; BRUNO IKSIL <bruno.m.iksil@jpmorgan.com>; 


Subject: 


03/23/2012 05:37:08 BRUNO IKSIL, JPMORGAN CHASE BANK, has joined the room 
03/23/2012 05:37:08 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (748320) Disclaimer: THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFRCIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BELIEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSmON OR ACT AS A MARKET MAKER 
IN ANY RNANCIAL INSTRUMENT DISCUSSED HERBN. CLIENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/23/2012 05:37:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
hello 

03/23/2012 05:37:11 JAVIER MARTIN-ARTAJO, MORGAN (J.P.) has joined the room 
03/23/2012 05:37:12 JAVIER MARTIN-ARTAJO, MORGAN (J.P.) says: 

*** MORGAN (J.P.) (20833) Disclaimer: THIS IS FOR INFORMATION ONLY AND NOT THE PRODUCT OF 
JPMORGAN 'S RESEARCH DEPT.IT IS INTENDED FOR THE RECIPIENT ONLY.IT IS NOT AN OFFER OR 
OLJCITATION FOR PURCHASE OR SALE OF ANY RNANCIAL PRODUCT AND NOT SUITABLE FOR PRIVATE 
,JSTOMERS.PRICES ARE INDICATIVE ONLY.WE MAY HOLD A A 'POSTTION OR ACT AS MARKET MAKER IN 
ANY FINANCIAL PRODUCT DISCUSSED ABOVE. CUENTS SHOULD CONSULT THEIR ADVISORS ON 
TAX,ACCOUNTING,LEGAL OR OTHER ISSUES ARISING AND EXECUTE TRADES THROUGH A JPM ENTITY IN 
THEIR HOME JURISDICTION UNLESS GOVERNING LAW PERMITS OTHERWISE. FOR A'TNFORMATTON 
ABOUT JPM UK ENTITIES REFER TO A' www.jpmorgan.com/pages/disclosures 2009 JPMORGAN CHASE & 
CO. JPMSL IS AUTHORISED AND REGULATED BY THE FSA. 

03/23/2012 05:38:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
the main Is pushed back up xover does not move 

03/23/2012 05:38:28 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
eurostoxx was at the same level yesterday 

03/23/2012 05:38:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

Ade tries to contact you for some colour on IB 

03/23/2012 05:39:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

the var increase went a lot from tactical because they picked the wrong equity delta 

03/23/2012 05:39:20 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I sold a little more protection in main for tactical 

03/23/2012 05:39:28 BRUNO, IKSIL, JPMORGAN CHASE BANK, says: 

I am done for the whole book now 

,/23/2012 05:39:39 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

1 sent u a couple of emails 
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/23/2012 05:39:59 BRUNO IKSIL, JPMORGAN OHASE BANK, says: 
mey push also the series 9 main wider than market 

03/23/2012 05:40:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
so we will lose more today 

03/23/2012 05:40:12 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
for sure 

03/23/2012 05:40:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
andf this is going to happen across the book 

03/23/2012 05:40:31 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
they will also fram the hy indices and tranches against us 

03/23/2012 05:40:35 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
this will be aggressive 

03/23/2012 05:41:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
main ahs widened 2.5 bps 

03/23/2012 05:41:47 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
nothing else moved 

'''^/23/2012 05:41:54 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
m yesterday 

03/23/2012 05:53:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I reckon we have today a loss of 300M USING THE BEST BID ASKS 

03/23/2012 05:53:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
and approx 600m from mids 

03/23/2012 05:53:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

i see it coming 

03/23/2012 06:07:34 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I will stop trading at all now 

03/23/2012 06:07:53 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I do not need to unless removing the long risk in 0-3 lOyr S9 and IG9 

03/23/2012 07:54:01 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
do you need any material to be prepared for today's meeting? 

03/23/2012 10:56:23 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I was on the call 

03/23/2012 10:56:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
asked Pat and Samir to provide marginals to see what I can do to reduce the var and rwa 
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From: 

Sent: 

To: 

Subject: 


JUQEN GROUT <JGROUT3@B 
Fri, 23 Mar 2012 18:37:47 GMT 


___ ^bcoBmitfet on Investigatkwu 


JULJEN GROUT <JGROUT3@JB||^B^Pt; JUUEN GROUT <julien.g.grout@jpmchase.com>; 
BRUNO IKSIL <BIKSIL2@Hj|^^HBrBRUNO IKSIL <bruno,m,iksil@]pmorgan.com> 


03/23/2012 05:45:49 JUUEN GROUT, JPMORGAN CHASE BANK, has joined the room 
03/23/2012 05:45:50 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (741671) Disclaimer: THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOUCTTATION FOR THE PURCHASE OR SAL£ OF ANY HNANCIAL INSTRUMENT, NOR AN OFHCIAL 
CONRRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSITION OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CUENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACnONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/23/2012 05:45:54 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
bruno 

03/23/2012 05:45:54 BRUNO IKSIL, JPMORGAN CHASE BANK, has joined the room 
03/23/2012 05:45:54 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (748320) Disclaimer: THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOUCTTATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFHCIAL 
ONHRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSITION OR ACT AS A MARKET MAKER 
IN ANY HNANCIAL INSTRUMENT DISCUSSED HEREIN. CUENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTITY IN THQR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/23/2012 05:45:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
salut 

03/23/2012 05:46:01 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
salut 

03/23/2012 05:46:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c mort la 

03/23/2012 05:46:28 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

david de CS appoelle au sujet des skew trades. ]e lui demande un prix ferme sur indice vs single names? 

03/23/2012 05:46:32 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
coupons matched etc 

03/23/2012 05:46:33 JUUEN GROUT, JPMORGAN CHASE BANK, says: 


3/23/2012 05:46:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oui 
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03/23/2012 05:46:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
c un full upfront 

^3/23/2012 05:46:54 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ok understood 

03/23/2012 05:48:11 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
pour revenir a ton premier point 

03/23/2012 05:48:14 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
continue a vendre ia ss 

03/23/2012 05:48:25 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ieve la 0-3 lOyr 

03/23/2012 05:48:28 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
on en discutera lundi si tu veux bien, 

03/23/2012 05:48:32 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok ok je continue ca 

03/23/2012 05:48:38 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 05:48:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je te dis 

03/23/2012 05:48:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

; vont nous defoncer 

03/23/2012 05:48:56 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
y a bcp a dire, mais je ne veux pas charger ta charette qui est deja bien remplie 

03/23/2012 05:52:28 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
c soir tu as au moins 600m 

03/23/2012 05:52:36 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

BID ASK 

03/23/2012 05:52:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

MID 

03/23/2012 05:52:51 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

BID ASK TU AS 300M AU MOINS 

03/23/2012 05:54:46 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
tu as vu le run de jospehine.. attack full force. 

03/23/2012 05:57:56 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
oui 

03/23/2012 05:57:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c partout 

J/23/2012 05:58:04 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
on est mort je te dis 
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03/23/2012 05:58:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
mais bon c hors de mon controe! maintenant 

J3/23/2012 05:58:27 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
]'ai fait ce qu'il fallait 

03/23/2012 06:04:04 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

03/23/2012 06:18:11 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
oula bnp... 

03/23/2012 07:27:02 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
bruno/ 

03/23/2012 07:30:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 07:31:38 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
I'arret du trading c nous 3 ou juste moi? 

03/23/2012 07:31:49 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
toi 

03/23/2012 07:31:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
sur core 

03/23/2012 07:31:52 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
k 

03/23/2012 07:32:05 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
eric/luis ils peuvent continuer, sur leur tactical 

03/23/2012 07:32:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
continue sur la ss les 0-3 lA yr 

03/23/2012 07:32:07 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok? 

03/23/2012 07:32:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 07:32:27 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
continue sur les 25-35 HY 

03/23/2012 07:32:32 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
pas les 15-25 

03/23/2012 07:32:53 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

03/23/2012 07:33:02 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
tu pourras me donner la couleur stp? s'il y en a. 

3/23/2012 07:33:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
rien poour le moment 


ConndenUa! Treatment Requested 
by JPUORG&N CHASE & CO. 


JPM-CIO 00)3517 



1446 


03/23/2012 07:33:20 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

J3/23/2012 07:33:28 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ca va se negocier avec ITB 

03/23/2012 07:33:34 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tout en haut 

03/23/2012 07:33:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
et je vais en prendre pour mon grade 

03/23/2012 07:33:44 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
today? 

03/23/2012 07:33:49 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
mais bon on a du carry 

03/23/2012 07:33:51 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ah? cela t'a ete confirme/ 

03/23/2012 07:34:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c pas necessaire 

03/23/2012 07:34:20 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tu ne perds pas 500M sans conseuqences 

03/23/2012 07:34:30 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
arde le pour toi 

03/23/2012 07:34:39 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
oh oui 

03/23/2012 07:34:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c le bon sens qui me dit ca 

03/23/2012 07:46:55 JULIEN GROUT, JPMORGAN CHASE BANK, says; 

tua as parle a august? sinon, je lui dis de nous montrer le skew trade (sous le bon format)? 

03/23/2012 07:47:29 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 07:47:35 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

03/23/2012 07:47:38 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
essaie de collecter des prix fermes 

03/23/2012 07:47:45 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
je n'ai rien vu de ferme pour le moment 

03/23/2012 07:48:15 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

3/23/2012 07:56:47 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

Bruno? tu as besoin de qqcho/ 
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03/23/2012 08:13:16 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
bon bruno 

03/23/2012 08:13:26 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
javier est reparti dans un conf cali avec A 

03/23/2012 08:13:32 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
je n'ai pas pu lui parler 

03/23/2012 08:14:05 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok 

03/23/2012 08:14:24 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
mais bon il n'avait pas I'ai concerne par des slidse.. plutot autre chose 

03/23/2012 08:14:35 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
je vais cbercher le dej et je reviens 

03/23/2012 08:26:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tu es la? 

03/23/2012 08:31:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
urgent 

03/23/2012 08:33:49 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 08:59:30 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
igarde ton email 

03/23/2012 09:00:02 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

essaye de retrouver les run de roman shukhman sur ig9 pour montrer qu'ils sont plus steep et mettent le 
ig9 lOyr plus que le marche 

03/23/2012 09:01:36 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
bruno 

03/23/2012 09:02:07 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
essaie de retrouver les chat sur les chat de jp ou ils nou sniffent 

03/23/2012 09:02:13 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
tu te rappelles l;'histolre de debut d'annee avec Sylvain sur le roll s9 5y? 

03/23/2012 09:02:20 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
non 

03/23/2012 09:02:26 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c'etait koi deja? 

03/23/2012 09:02:41 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
j'avais checke sylvain, et fait une gross taille de roll s9 5y 

03/23/2012 09:02:51 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
eux de temps apres il me dit que jpm le lift dessus 

03/23/2012 09:02:56 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ah oui 
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03/23/2012 09:03:04 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
faut le retrouver celui ia 

03/23/2012 09:03:13 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
je 'ai, en francais malheureusement 

03/23/2012 09:03:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c pas grave envoie 

03/23/2012 09:03:31 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
en rrecanche peux tu me rappeler ce que tu avals trade/booke? 

03/23/2012 09:03:33 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
achilles comprend tres bien le francais 

03/23/2012 09:03:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
cad? 

03/23/2012 09:03:48 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
]e veux le timing exact 

03/23/2012 09:03:56 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
de quoi? 

03/23/2012 09:04:03 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ben des evenements 

3/23/2012 09:04:16 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
parce que si tu as deja traite du roll avant moi la dessus 

03/23/2012 09:04:20 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ca sera encore plus limpide 

03/23/2012 09:04:23 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
tu vois? 

03/23/2012 09:04:32 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je ne me souviens plus 

03/23/2012 09:04:39 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok je regarde le blotter 

03/23/2012 09:04:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c quel jour? 

03/23/2012 09:05:27 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ah ui! tu as traite 250m de roll s9 avec db a 7h55!! 

03/23/2012 09:05:29 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
le 4-jan 

03/23/2012 09:06:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
'k 

03/23/2012 09:06:18 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
tu as le chat? 
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03/23/2012 09:06:22 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

'joule le 

03/23/2012 09:06:29 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
avec sylvain? oui 

03/23/2012 09:06:31 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je ne vois rien chez moi 

03/23/2012 09:06:37 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
mais je me rappelle 

03/23/2012 09:14:32 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
ok apparemment tu as booke ie trade vers 8h20 ce jour la, moi j'ai trade a 9h. 

03/23/2012 09:14:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
cool 

03/23/2012 09:50:07 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
pour I'instant je n'ai que 5 'pieces' au dossier 

03/23/2012 09:53:45 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
regarde ton email 

03/23/2012 09:53:49 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
vu 

3/23/2012 09:53:50 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
un de plus 

03/23/2012 09:54:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ben oui on ne va pas bosser comma si on etait parano tout le temps aussl 

03/23/2012 09:54:25 JUQEN GROUT, JPMORGAN CHASE BANK, says: 

6 pieces 

03/23/2012 09:56:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
regarde tes chats a toi avec JP guys 

03/23/2012 10:05:37 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je fais Mark Shirfan 

03/23/2012 10:22:50 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
vois tes emails stp 

03/23/2012 10:23:14 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je vois 

03/23/2012 10:23:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
la var explose 

03/23/2012 10:23:28 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 10:23:35 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c foutu 
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03/23/2012 10:23:37 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
’ sule moyen c le book a zero 

03/23/2012 10:25:04 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
tu peux me dire ce que t'a dit ade ce matin? 

03/23/2012 10:25:50 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

3 gars de I'ib sont venus lui demander ma taille sur ig9 

03/23/2012 10:26:08 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je ne veux pas savoir qui c 

03/23/2012 10:26:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je suis sur lecail 

03/23/2012 10:28:01 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
as tu eu des updates sur les marginal? 

03/23/2012 10:28:06 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
no 

03/23/2012 10:28:10 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
rwa 

03/23/2012 10:28:22 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
48.7 

3/23/2012 10:28:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
les marginals sur le rwa 

03/23/2012 10:29:15 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
non rien.. en cours 

03/23/2012 10:29:33 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
j'en ai besoin 

03/23/2012 10:29:39 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
je sals 

03/23/2012 10:29:44 JUQEN GROUT, JPMORGAN CHASE BANK, says; 
je viens de relancer pat 

03/23/2012 10:29:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
mere! 

03/23/2012 10:31:18 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
tu peux me faire ies transcripts de david gidenberg a CS stp? 

03/23/2012 10:31:38 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je suis sur le call 

03/23/2012 10:31:45 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
A 

03/23/2012 10:31:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tout est sur le chat de cs 
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03/23/2012 10:31:58 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
eux tu le faire 

03/23/2012 10:32:03 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

03/23/2012 10:57:13 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
appeile moi qd tu peux 

03/23/2012 11:36:16 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
tjs en ligne? 

03/23/2012 11:38:42 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
dis moi quand tu as pu retrouver les chats de David Goldenberg 

03/23/2012 11:38:43 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
stp 

03/23/2012 12:00:09 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c sur le chat de cs sur la fin de mois 

03/23/2012 12:00:16 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
et il ya celui de citi 

03/23/2012 12:00:28 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I! faut montrer les deux en parallel 

3/23/2012 12:00:34 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
peux tu me les envoyer stp? 

03/23/2012 12:01:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok je fqis citi 

03/23/2012 12:01:12 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tu peux fqire cs? 

03/23/2012 12:03:39 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
C'ETArr SUR QUOI DEJA ? LES 6B? 

03/23/2012 12:04:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok laisse tomber 

03/23/2012 12:04:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je e fais 

03/23/2012 12:04:54 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
desole y avail Javier j'ai perdu le fil 

03/23/2012 12:04:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
pas de pb 

03/23/2012 12:05:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
agarde tes email 

03/23/2012 12:05:16 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je faire Janvier et fevrier sur credit suisse 
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03/23/2012 12:05:44 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
leux tu te rappeler des chats ou les traders te disaient que ITB poussait sur ig9? 

03/23/2012 12:07:45 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
non 

03/23/2012 12:07:47 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
aucun 

03/23/2012 12:19:23 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
bruno 

03/23/2012 12:19:39 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 12:19:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ignore le dernier email pour csfb* 

03/23/2012 12:19:49 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c un dupe 

03/23/2012 12:19:52 JUQEN GROLTT, JPMORGAN CHASE BANK, says: 
bon j'ai les marginals old fashion 

03/23/2012 12:19:56 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ah demande a Javier 

3/23/2012 12:20:01 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
quel pnl on print today 

03/23/2012 12:20:08 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

]e ne sais plus la 

03/23/2012 12:20:22 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

j'ai aussi les marginals pour un split IRC/optimal tranches book, ca t’interesse? 

03/23/2012 12:20:29 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oul 

03/23/2012 12:20:33 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
stp va voir javier 

03/23/2012 12:20:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je ne sais pas quel pnl envoyer la 

03/23/2012 12:20:42 JULIEN GROUT, JPMORGAN CHASE BANK, says; 

ok je vais aller lui demander. II pense que les pieces que j'ai amassees ne sont pas assez 

03/23/2012 12:20:44 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

03/23/2012 12:20:49 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

■’ vais aller lui envoyer 

03/23/2012 12:22:32 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
dis mol qd core delta est updated 

Confidential Treatment Requested JPM-CIO 0003524 

by JPMORGAN CHASE & CO. 



1453 


03/23/2012 12:24:27 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

'one 

03/23/2012 12:24:51 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

si on doit faire bcp plus de ig9 vs igl8 il faut faire une simulation sur le rwa via Pat 

03/23/2012 12:27:17 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
bon je fais le pnl la 

03/23/2012 12:27:18 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok? 

03/23/2012 12:29:55 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ah non on ne fera jamais ca! 

03/23/2012 12:29:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
y en a mare a la fin 

03/23/2012 12:30:13 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tu as parle a Javier? 

03/23/2012 12:37:12 JUQEN GROUT, JPMORGAN CHASE BANK, says; 
tu noteras qu'il veut faire les simuls de capital AVANT de trailer 

03/23/2012 12:51:30 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
bon ca va douiller sur la compression la 

3/23/2012 12:52:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oui 

03/23/2012 12:53:00 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
as tu parle a Javier? 

03/23/2012 12:56:06 JUQEN GROUT, JPMORGAN CHASE BANK, says; 
b? 

03/23/2012 12;56;35 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
oul 

03/23/2012 12:56:39 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

03/23/2012 12:57:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
we show -3 until month end on this one 

03/23/2012 12:57:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
anyway 

03/23/2012 13:03:35 JUQEN GROUT, JPMORGAN CHASE BANK, says; 
je peux appeier? 

03/23/2012 13:03:47 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i tu veux 

03/23/2012 13:07:52 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
le bo ne va rien faire, parce quele pb aujourd'hui c'est la compression 
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03/23/2012 13:08:07 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
arrete 

03/23/2012 13:08:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tu ne perds pas 200m en compression 

03/23/2012 13:08:55 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
bon 

03/23/2012 13:09:28 JUUEN GROUT, JPMORGAN CHASE BANK, says; 

on a 34m de csOl en ig. hy unc'd today (par rapport a nos marques) et ig+3.25. ca fait 110m 

03/23/2012 13:09:35 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok? 

03/23/2012 13:09:44 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ecoute Je n'ai pas le temps 

03/23/2012 13:09:49 JUUEN GROLIT, JPMORGAN CHASE BANK, says: 
ak 

03/23/2012 13:09:51 JUUEN GROLIT, JPMORGAN CHASE BANK, says; 
ok 

03/23/2012 13:09:53 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je suis avec pat pour voir les trades 

03/23/2012 13:10:04 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tout ce que je te demande c de dire a Javier ce que tu vois 

03/23/2012 13:10:14 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c tout et ils decide ce qu'on montre 

03/23/2012 13:10:20 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
parce que la moi je ne sais plus 

03/23/2012 13:10:26 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je regarde la reduction du rwa 

03/23/2012 14:37:47 JUUEN GROUT, JPMORGAN CHASE BANK, has left the room 
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From: JULTEN GROUT <JGROUT3@ 

Sent: Fri. 23 Mar 2012 18:37 :47 GM T 

To: JULTEN GROUT <JGROUT3@H^^BI||® JULIEN G ROUT 
<j ulien .g.grout@jpmchasexom>; BRUNO IKSIL <BIKSIL2@! 
ricSIL <brunp.m.iksn@jpmorgan.com> 

Subject: 



Redatted by the Pennaneot^ 
Sabcommittee on Investigations 


; BRUNO 


03/23 /20]205:45:49 JULEN GROUT. JPMORGAN CHASE BANK, has joined the room 
03 /23, 201205:45:50 JULEN GROUT, JPMORGAN CHASE BANK, says: 

* * * JPMORGAN CHASE BANK, (74167!) Disclaimer: THIS IS FOR INFORMATION ONLY. NOT 
AN OFFER OR SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL 
INSTRUMENT. NOR AN OFFICIAL CONFIRJVIATION OF TERMS. THE INFORMATION IS 
BELEVED TO BE RELIABLE, BUT WE DO NOT WARRANT ITS COMPLETENESS OR 
ACCURACY PRICES AND AVAILABEITY ARE INDICATIVE ONLY AND ARE SUBJECT TO 
CHANGE WITHOUT NOTICE. WE MA Y HOLD A POSITION OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CUENTS SHOULD CONSULT 
THEIR OWN ADVISORS REGARDING ANY TAX. ACCOUNTING OR LEGAL ASPECTS OF 
THIS INFORMATION AND EXECUTE TRANSACTIONS THROUGH A IP. MORGAN ENTITY 
IN THEIR HOME JURISDICTION UNLESS GOVERNING LAW PERMITS OTHERWISE. 

03/23/20 ]20S:4S :54 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
bruno 

03/23/20 1205:4554 BRUNO JKSIL, JPMORGAN CHASE BANK, has joined the room 
03/23120 12 05 :4554 BRUNO IKSIL. JPMORGAN CHASE BANK, says 

* * * JPMORGAN CHASE BANK, (748320) Disclaimer: THIS IS FOR INFORMATION ONLY , NOT 
AN OFFER OR SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL 
INSTRUMENT. NOR AN OFFICIAL CONFIRMATION OF TERMS. THE INFORMATION IS 
BELIEVED TO BE RELIABLE, BUT WE DO NOT WARRANT ITS COMPLETENESS OR 
ACCURACY, PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND ARE SUBJECT TO 
CHANGE WITHOUT NOTICE. WE MAY HOLD A POSITION OR ACT ASA MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CLIENTS SHOULD CONSULT 
THEIR OWN ADVISORS REGARDING ANY TAX. ACCOUNTING OR LEGAL ASPECTS OF 
THIS INFORMATION AND EXECUTE TRANSACTIONS THROUGH A IP. MORGAN ENTITY 
IN THEIR HOME JURISDICTION UNLESS GOVERNING LAW PERMITS OTHERWISE. 

03/23/201205:45:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

salut 

hi 

031231201205:46:01 JULTEN GROUT, JPMORGAN CHASE BANK, says: 

salut 

hi 

03/23/20 1205:4603 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
c mort la 

'it is civer/it is hopeless now 

03/23 /20 1205:46:28 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

david de CS appoelle au sujet des skew trades, je lui demande un prix ferme sur indice vs single names? 
David from CS calls about skew trades. I ask him a firm price on index vs single names? 
03/23/201205:46:32 JULIEN GROUT. JPMORGAN CHASE BANK- says: 
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coupons matched etc 
coupons matched etc 

03/23/2012054633 JULIEN GROUT, JPMORGAN CHASE BANK, says; 

7 

? 

03 /23/201 205:46:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

oui 

yes 

03/23/20 1205:46:46 BRUNO IKSIK JPMORGAN CHASE BANK, says: 
c un full upfront 
it is a full upfront 

03/23/20 1205:46:54 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ok understood 
ok understood 

03 /23/201205:48: 11 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
pour revenir a ton premier point 
to get back to our first point 

03 /23/20 1205:48: 14 BRUNO TKSIL. JPMORGAN CHASE BANK, says: 
continue a vendre la ss . - 

keep on selling the ss 

03^73/201205:48 :25 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
leve la 0-3 lOyr 
levy/raise/exercise the 0-3 lOyr 

03/23/20 1205 :48 :28 JULIEN GROUT, JPMORGAN CHASE BANK, says 

on en discutera lundi si tu veux bien, 

we will talk about that on Monday if it is fine with you 

03 /23 /20 1205:48 :32 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

ok ok je continue ca 

ok ok I continue that 

03123/20 1205:48 :33 BRUNO IKSIL- JPMORGAN CHASE BANK, says: 

oui 

yes 

03 /23 /201205:48:4S BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
je te dis 
I tell you 

03/23/201 205:48:52 BRUNO TKSIL, JPMORGAN CHASE BANK, says 

ils.vontnous defoncer 

they are going to rrasiv'’desTroy us 

03/23/20 1 2 05:48 :56 JULIEN GROUT, JPMORGAN CHASE BANK, says : 
y a bcp a dire, mais je ne veux pas charger ta charette qui est deja bien remplie 
there is a lot to say, but I don't want to burden you more than you already are 
03/23 /20 12 05^28 BRUNO IKSIL. JPMORGAN CHASE BANK, says 
c soir tu as au moins 600m 
tonight you*ll have at least 600m 

03123/201 2055236 BRUNO IKSIL. JPMORGAN CHASE BANK, says 
BID ASK 
BID ASK 

03/23 /20 120552:40 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

MID 

MID 
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03123120 1205 :52 :51 BRUNO TKSIL. JPMORGAN CHASE BANK, says; 
BID ASK TU AS 300M AU MOINS 
BID ASK YOU HAVE 300M AT LEAST 

03/23/2012 05:54:46 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
tu as vu le run de jospehine.. attack fill! force. 

You have seen Josephine’s run., attack full force. 

03/23/2012 05:57 :56 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 

oui 

yes 

03 /23 /20120557:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c partout 

it is everywhere/ail over the place 

03/23/20 12 0558:04 BRUNO IKSTL, JPMORGAN CHASE BANK, says; 
on est mort je te dis 
we are dead i tell you 

03/23 /2012 05:58 :19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
mats bon c hors de inon controel maintenant 
but then it is out of my hands now 

03/23/2012 05:58:27 BRUNO TKSIL, JPMORGAN CHASE BANK, says: 
j'ai fait ce qu'il failait 
I did w'hat I had to do 

03 /23 /2012 06:04:04 JULiEN GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03/23/2012 05:18;i] JULIEN GROUT, JPMORGAN CHASEBANK, says 

oulabnp... 

wow bnp... 

03/23/2012 07:2703 JULIEN GROUT. JPMORGAN CHASE BANK, says: 

bruno/ 

bruno/ 

03/23/2012 07:30:46 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 

oui 

yes 

03/23/2012 07:3 1-3Z JULIEN GROUT. JPMORGAN CHASE BANK, says; 
I'airetdu trading c nous 3 ou juste moi? 

The stop of the trading, is it the 3 of us or only me ? 

03123/2012 07:31:49 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

toi 

you' 

03123/2012 07:31 ;52 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 
sur core 
on core 

03/23/2012 07:31 :52 JULIE GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03 /23/2012 07:32:05 JULIEN GROUT, JPMORGAN CHASE BANK, says 
eric/luis ils peuvent continuer, sur leur tactical 
eric/luis can go on, on their tactical 

03/23/2012 07:32:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
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continue sur la ss les 0-3 1 A yr 
go on with the ss the 0-3 1 A yr 

03/23/2012 07:32:07 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ok? 

Ok? 

03/23/2012 07:32:11 BRUNO TKSIL, JPMORGAN CHASE BANK, says: 

oui 

yes 

03 723 /20 1207:32:27 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
continue sur les 25-35 HY 
go on with the 25-35 HY 

03123 /20 120732:32 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
pas les 15-25 
not the 15-25 

03/23/201207:32:53 .fULlEN GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03/23/201207:33 :02 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
tu poun*as me doimer la coiileur stp? s’il y en a. 
vvill you give me the color please ? if there is some. 

03/23120 1207:33: 17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
rien poour le moment 
nothing for now 

03 /23/201207:33 :20 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03/23 /20 120733 :28 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
cava se negocier avec TIB 
it will be negotiated with the IB 

03/23/20 1207:33:34 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
tout en haut 
at tlte fop 

031231201207:33:41 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
et je vais en prendre pour mon grade 
and ! am going to be hauled over the coals 

03 /23 720 1207:33:44 JULIEN GROUT, JPMORGAN CHASE BANK, says 

today? 

today? 

03/23/20 120733:49 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
mais bon on a du cairy 
but we have some c^ury 

03123/20 1207:33 .-j/jUXlEN GROUT. JPMORGAN CHASE BANK, says: 

cela t'a ete confirme/ 
ah ? it was confinned to you ? 

03 723 720 1207:34:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c pas necessaire 
it is not necessary 

03/231201207:34:20 BRUNO IKSIL, JPMORGAN CHASE BANK, says 
tu ne perds pas 500M sans conseuqences 
you doift lose 500M without consequences 
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03/23/20 12 07:34:30 BRUNO TKSIL. JPMORGAN CHASE BANK, says 
garde !e pour toi 
keep it for you 

03123/201207:34:59 JULIEN GROUT. JPMORGAN CHASE BANK, says: 
oh oui 
oh yes 

03/23 /20 1 20734:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c le bon sens qui me dit ca 
good sense tells me so 

03/23120 120746:55 JULIEN GROUT. JPMORGAN CHASE BANK, says: 

tua as parle a august? sinon. je lui dis de nous montrer le skew trade (sous le bon format)? 

Did you talk to august ? otherwise. I tell him to show us the skew trade (under the good format)? 

03/2312012074729 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 

oui 

yes 

03/23 /20 12074735 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03/23/20 120747:38 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
essaie de collecter des prix fermes 
try to collect finn prices 

03/23 /20 1207 4 745 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je n’ai rien vu de ferme pour le moment 
I haven't seen anything firm for now 

03/23 /20 1207481 5 JULIEN GROUT, JPMORGAN CHASE BANK, says; 

ok 

ok 

03123/2012 JULIEN GROUT. JPMORGAN CHASE BANK, says 

Bruno? tu as besoin de qqcho/ 

Bruno ? do you need anytlung ? 

03/23/20 12 08:13:16 JULIEN GROUT, JPMORGAN CHASE BANK, says 
bon bruno 
well bruno 

03/23/20 1208:13 :26 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

Javier estreparti dans un conf call avec A 
Javier is back again in a phone call with A 

'03 /23/2012081332 JULIEN GROUT. JPMORGAN CHASE BANK, says: 

Je n'ai pas pu lui parler 
I couldn't talk to him 

03/23 /201208 14 :05 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

ok 

ok 

03/23/201208:14:24 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
mais bon il n'avait pas I’ai conceme par des slidse .. plutot autre chose 
but any way he did not seem concerned by the slides., rather something else 
03/23 /2012 08:14:35 JULIEN GROUT, JPMORGAN CHASE BANK, says 
je vais chercher le dej et Je reviens 
I am going to get lunch and 1 come back 

03 /23/2012 08:26: 17 BRUNO IKSIL, JPMORGAN CHASE BANK, says 
tu es la? 

Are you here? 
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03/2S 22012 08:31:42 BRUNO IKSiL, JPMORGAN CHASE BANK, says: 

urgent 

urgent 

03 /23m 12 08:3349 JULIEN GROUT, JPMORGAN CHASE BANK, say s: 

oui 

yes 

03/23/2012 085930 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
regarde ton email 
look at vour email 

03 /23/20 1209:0002 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

essaye de retrouver les run de roman shukliman sur !g9 pour montrer qu'ils sont plus steep et mettent le 
ig9 lOyr plus que le marche 

try to find roman shukhmairs runs on ig9 in order to show that they are “more steepT'steeper and that 
they put the ig9 1 0 yr more than the market 

03123/20 1209:01 :36 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

bru no 

bmno 

03 /23/20 120902:07 BRUNO IKSIL, JPMORGAN CHASE BANK, says 

essaie de retrouver les chat sur les chat de jp ou ils nou sniffent 

try to find the chats about the jp’s chat where they snilf us 

03123 22012090213 JULIEN GROUT. JPMORGAN CHASE BANK, says; 

tu te rappeiles I’histoire de debut d'annee avec Sylvain sur le roil s9 5y? 

do YOU remember the story from the beginning of the year with Sylvain on the s9 5y roil ? 

03/23 /20U09Q2:20 BREWO IKSIL. JPMORGAN CHASE BANK, says: 

non 

no 

03/23/20 1209:02:26 BRUNO IKSiL, JPMORGAN CHASE BANK, says 
c’etait koi deja? 

What was h again? 

03123 a0120902:41 JULIEN GROUT. JPMORGAN CHASE BANK, says 

j'avais checke sylvain. eT fait une gross taille de roll s9 5y 

I had checked with Sylvain and done a big size of roll s9 5y 

03 /231201209:0251 JULIEN GROUT. JPMORGAN CHASE BANK, says: 

peux de temps apres il me dit que jpm le lift dessus 

shoitly after he tells me That jpm lifts him from it 

03/231201209:0256 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

ah oui 

oh yes 

03 /23 /20 1209:03:04 BRUNO TKSIL, JPMORGAN CHASE BANK, says; 
il faut le retrouver celui la 
we need to find this one 

03 /23 /20 1209:03 :13 JULIEN GROUT, JPMORGAN CHASE BANK, says 
je 'ai. en francais malheureusement 
] have it, in French unfortunately 

03 /23/201 20903 :21 BRUNO IKSIL, JPMORGAN CHASE BANK, says 
c pas grave envoie 
it does not matrer, send it, 

03123 /20 120903:3 1 JULIEN GROUT. JPMORGAN CHASE BANK, says 
en rrecanche peux tu me rappeler ce que tu avals trade/'booke? 

However could you remind me what you traded.T)ooked ? 

03123120 120903 :33 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
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achilles comprend tres bien le ftancais 
achilles understands French very well 

03/23 f20 1209:03:42 BRUNO IKSIL, JPMORQAN CHASE BANK, says: 
cad? 

Which means? 

03 /23 /20 1209:03:48 RJLIEN GROUT, JPMORGAN CHASE BANK, says: 
je veux le timing exact 
1 want the exact timing 

03/23/20 1209:03:56 BRUNO IKSIL. JPMORGAN CHASE BANK, says 
de quoi? 
of what ? 

03/23/20 1209:04:03 JULIEN GROUT, JPMORGAN CHASE BANK, says 
ben des evenements 
well, of the events 

03/23/2012090416 mUE^ GROUT, JPMORGAN CHASE BANK, says 
parce que si tu as deja traite du roll avant moi la dessus 
because if yon have already treated some roll before me on that 
03123/2012090420 JULIEN GROUT, JPMORGAN CHASE BANK, says 
ca sera encore plus limpide 
it will be even clearer 

03 /23 /20 120904:23 JULIEN GROUT. JPMORGAN CHASE BANK, says: 
tu vois? 

Do you see ? 

03123 /20 1209:04:32 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
je ne me souviens plus 
I don't remember 

03/23/201209:04:39 JULIEN GROUT, JPMORGAN CHASE BANK, says 
ok je regarde le blotter 
ok I look at the bloller 

03/23/201209:04:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

0 quel jour? 

What day is it ? 

03/23 /2b 1209:05:27 JULIEN GROUT, JPMORGAN CHASE BANK, says; 
ah ui ! m as traite 250m de roll s9 avec db a 7h55 !! 
oh yes! You dealt with 250ni of roll s9 with db at 7h.55!! 

03 /23 /20 12 0905 :29 JULIEN GROUT, JPMORGAN CHASE BANK, says 
le 4-jan 
on 4* Jan 

03 /23/20 120906:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

ok 

ok 

03 /23 /20 1209:0618 BRUNO IKSIL, JPMORGAN CHASE BANK, says 
tu as le chat? 

Do you have the chat? 

03/23/20 120906:22 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ajpute le 
add it 

03/23 /20 1209:06 :29 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
avec sylvain? oui 
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with Svlvain ? yes 

03/23/20] 20906: 31 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
je ne vois rien chez moi 
! can’t see anything on mine 

03 /23 /20 1209:06:37 BRUNO IKSTU JPMORGAN CHASE BANK, says: 
mais je me rappeile 
but I remember 

03/23 /201209: 14:32 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
ok apparemment tu as booke le trade vers 8h20 ce jour la, moi j'ai trade a 9h. 
ok apparently you booked the h'ade around 8h20 this day. and 1 traded at 9h. 
03 /23/20 12 09: 14 :52 BRUNO IKSIL, JPMORGAN CHASE BANK, says 
cool 
cool 

03 /23 /20 1209:5007 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
pour I'instant je n'ai que 5 ‘pieces’ au dossier 
for now I have only 5 documents in the file 

03 /23/201 209: 33:45 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
regarde ton email 
look at your email 

03 /23/20 1209:53:49 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

VLl 

seen 

03/23120 1209:53:50 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
un de plus 
one more 

03/23/201209:54:03 BRUNO IKSU-, JPMORGAN CHASE BANK, says 
ben oui on ne va pas bosser comrae si on etait parano tout !e temps aussi 
well yes, we are not going to work as if we were paranoid all the time! 
03/23120 1209:54:25 JULIEN GROUT. JPMORGAN CHASE BANK, says: 
6 pieces 
6 documents 

03/23120120956:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
regarde tes chats a toi avec JP guys 
look at your own chats with the JP guys 

03/23 /2012 10:05 :37 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je fais Mark Shirfan 
I look at Mark Shirfan 

03/23/20 12 10:2250 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
vois les emails stp 
look at the emails please 

03/23 /20 12 1023 14 BRUNO IKSIL, JPMORGAN CHASE BANK, says 
je vois 
I see 

03/23 /20 12 10:23:21 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
ia var explose 
the var explodes 

0312312012 10:2328 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

oui 

yes 
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03/23Q0 12 10:23 :35 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
c foutu 
it is over 

03/23 /20 12 10:23 ;J7JULIEN GROUT, JPMORGAN CHASE BANK, says: 
le sule moyen c le book a zero 
the only way is the book at zero 

03123 /20 12 10:25 :04 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
tu peux me dire ce que t’a dit ade ce matin? 

Can you tell me what ade told you this morning? 

03/23/201210:2550 BRUNO TKSIL, JPMORGA.N CHASE BANK, says 
3 gars de I'ib sont venus lui demander mataille sur ig9 
3 IB guys came to ask him my size on ig9 

03 /23 /2012 1026:08 BRUNO iKSlL, JPMORGAN CHASE BANK, says: 
je ne veux pas savoir qui c 
{' don't want to know who it is 

03/23./2012 1026: 19 BRUNO IKSTU JPMORGAN CHASE BANK, says: 
je suis sur le cali 
I am on the call 

03/23/2012 10:28:01 BRUNO IKSlL. JPMORGAN CHASE BANK, says: 
as tu eu des updates sur les marginal? 

Did vou get the updates about the marginal? 

03/23/201210:28:06 JUUEN GROUT. JPMORGAN CHASE BANK, says: 

no 

no 

03/23.201210:28:10 BRUNO IKSJU JPMORGAN CHASE BANK, says: . 

nva 

rw'a 

03232012 10:28:22 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

48.7 

48.7 

03 23 2012 10:2848 BRUNO IKSlL. JPMORGAN CHASE BANK, says: 
les marginals sur le rwa 
The marginals on the rwa 

03 /23I20 12 10:29: 15 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
non rien .. en cours 
no, nothing., in progress 

03/23 2012 10:29:33 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
j’en ai besoin 
1 need them 

032 3 2012 10:2939 JULIEN GROUT, JPMORGAN CHASE BANK, says 
je sais 
1 know 

03/23/20J 2 10:2944 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
je viens de relancer pat 
I just asked Pat again 

03 /23 /2012 10:29:59 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

mere! 

thanks 

03 /23 /2012 10:31: 18 JUUEN GROUT, JPMORGAN CHASE BANK, says 
tu peux me faire les transcripts de david gldenberg a CS stp? 
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Can you please do/check david gldenberg's transcripts to CS ? 

03/2U20I2 10:31 :38 BRUNO IKSIL. JPMORGAN CHASE BANK, say s: 
je SLiis snr le call 
1 am on the call 

03/23/2012 10:3145 JULIEN GROUT. JPMORGAN CHASE BANK, says: 

ok 

ok 

03/23;2012 10:3148 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
tout est sur le chat de cs 
everything in on cs's chat 

03/23 /2012 .10:31 58 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
peux tu le faire 
can you do it? 

03/23/20 12 10:3203 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03 /2312012 10 57: 13 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
appelle moi qd tu peux 
call me when you can 

03 /23/2(l 12 i 1 :36: 1 6 JULIEN GROUT. JPMORGAN CHASE BANK, says: 
tjs en Mgne? 

Still online? 

03123/20 12 11 :3842 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

dis moi quand tu as pu retrouver ies chats de David Goldenberg 

tell me when you can find David Goldenberg’s chats 

03/23 120 12 11 :3843 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

stp 

please 

03 /23 /20 12 1200:09 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
c sur le chat de cs sur la fin de mois 
It is on cs’s chat at the end of the month 

03/23/20 12 1200 16 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
et il ya celui de citi 
and there is the citi one 

03/23/20 12 1200:28 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
il faut montrer les deu.x en parallel 
you need to show both in parallel 

03/23/20 72 12 00 3 4 JULIEN GROUT, JPMORGAN CHASE BANK, says 
peux tu me les envoyer stp? 

Can you send them to me please? 

03/23/20 12 72. 070(5 BRUNO IKSIL. JPMORGAN CHASE BANK, says 

okjefqisciti 

ok I do citi 

03/23/20 12 12:01 :\2 BRUNO IKSIL, JPMORGAN CHASE B.ANK, says: 
tu peux fqire cs? 

Can you do cs please ? 

03 /h/2012 12:0339 JULIEN GROUT. JPMORGAN CHASE BANK, says: 
CETAIT SUR QUO! DEJA ? LES 6B? 

•About what was it again? The 6B? 
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03 /23/20 12 12:0440 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
ok laisse tomber 
ok give it up 

03/23/20 12 12:0441 BRUNO IKSIU JPMORGAN CHASE BANK, says 
je e fais 
I do it 

03123/20 12 1204:54 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
desoie y avait javier j 'ai perdu le fil 
Sony' javier was here and ! lost track 

03 /23/2Q12 12:04:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
pas de pb 
no pb 

0312312012 72;f?5;(?d BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
regarde tes email 
look at your emails 

03/23/2012 1305:16 BRUNO TKSn.., JPMORGAN CHASE BANK, says; 

je faire janvier et fevrier sur credit suisse 

1 am going to do January and February on credit suisse 

03/23 /2012 12:05:44 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

peax tu te rappeler des chats ou les traders te disaient que 1TB poussait sur ig9? 

Can you remember chats where the traders told you that the IB insisted on ig9? 

03 /2312012 12:07:45 BRUNO TKSIL. JPMORGAN CHASE BANK, says: 

non 

no 

03/33 /201312:07:47 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

aucun 

none 

03/33 /20I2 12: 19:23 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

bruno 

bruno 

03 /23/20 12 12: 19:39 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

oul 

yes 

03/23/3012 12: ;9;45BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ignore le dernier email pour csfb* 
disregard the last email for csfb 

03 /23 /3012 12 19:49 BRUNO TKSIL, JPMORGAN CHASE BANK, says: 
c un dupe 
it is a trick 

03 /23 /2012 12: 1952 JULIEN GROUT. JPMORGAN CHASE BANK, says; 
bon j'ai les marginals old fashion 
well. I have the old fashion marginals 

03/23 .'2012 12 1956 BRUNO IKSIL, JPMORGAN CHASE BANK, says 
ah demande a Javier 
ah ask Javier 

03 /23 /20] 2322001 BRUNO IKSIL, JPMORGAN CHASE BANK, says; . 
quel pnl on piint today 
what pnl we print today 

03 /23 /20J2 12:20:08 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
je ne sais plus la 
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I don't know anymore 

03 /23 mi 2] 220:22 JULIEN GROUT. JPMORGAN CHASE BANK, says; 
j'ai aussl les marginals pour un split IRC/optimal tranches book, ca t'interesse? 

I also have the marginals for a split IRC/optimal tranches book, are you interested ? 

03/23/20 12 12:20:29 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 

oui 

ves 

h /23/2012 12:20:33 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
stp va voir javier 
please, go see javier 

03/23/20] 2 12:20:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je ne sais pas quel pnl envoyer !a 
1 don’t know which pnl I should send 

03 /23120J2 1 2:20:42 JULIEN GROUT, JPMORGAN CHASE BANK, says 

ok je vais aller lui deinander. il pense que les pieces que j’ai araassees ne sont pas assez 

ok I am going to ask him. he thinks tliat the documents that I collected are not enough 

03/23/20 121 2:20:44 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03 /2S120 12 12:20:49 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
je vais aller lui envoyer 
I am going to send them to him 

03 /23/20'l212:22:32 BRUNO IKSIL. JPMORG.W CHASE BANK, says: 
dis moi qd core delta est updated 
tell me when core delta is updated 

03/23/2012 12:24:27 JULIEN GROUT, JPMORGAN CHASE BANK, says 

done 

done 

03 /2312012 12:24:51 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
si on doit faire bcp plus de ig9 vs igl8 il faut faire une simulation sur le rwa via Pat 
if we must do much moi'e ig9 vs igl 8. we need to do a simulation on tlie rwa via Pat 
03/23/2012 12:27: 17 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
bonjelaislepnl la 
well, I do thepnJ now 

03/23/2012 1227; 18 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

ok? 

ok? 

0312312012 12:29:55 BRUNO IKSIL. JPMORGAN CHASE BANK, says 
ah non on ne fera jamais ca ! 
oh no, we will never do that ! 

03/23/20 12 12:2959 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
yen a mare a la fm 
enough is enough 

03/2^20 12 12530 13 BRUNO IKSIU JPMORGAN CHASE BANK, says: 
tu as parle a Javier? 

Did you talk to Javier? 

03/23/20 12 12:37: 12 JULIEN GROUT. JPMORGAN CHASE BANK, says: ■ 

tu noteras qu'il veut faire les simuls de capital AVANT de trailer 

you'll notice that he wants to do the capita! simulations BEFORE dealing 
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03123/30 12 12:51 :30 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

bon ca va douiller sur la compression la 

it is going to be spent/expensive on the compression now 

03/23/20 12 12:52:46 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

oui 

ves 

03/23120 12 12:53:00 JULIEN GROUT, JPMORGAN CHASE BANK, says 
as tu parle a Javier? 

Did you talk to javier ? 

03/23/2012 125606 JULIEN GROUT. JPMORGAN CHASE BANK, says 

b? 

b? 

03123 /20 12 12:56:35 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 

oui 

yes 

03 /23/20I2I2:56:39 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

ok 

ok 

03/23 /2012 12:57: 19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
we show -3 until month end on this one 
we show -3 until month end on this one 

03/23 /20 12 12:57:21 BRUNO IKSIL. JPMORGAN CHASE BANK, says 

anyway 

anywvay 

03/23/20121303 :35 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
je peux appeler? 

Can I call? 

03/23/20 121303:47 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
si tu veux 
if YOU want 

03 /23/20 1213:0752 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

le bo ne va rien feire, parce quele pb aujourd'hui c'est la compression 

the bo is not going to do anything, because today’s problem is compression 

03123/20 12 13 08:07 BRUNO IKSIL. JPMORGAN CHASE BANK, says 

arrete 

stop that 

03123/201213 :08 :19 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
tu ne perds pas 200m en compression 
you do not loose 200m witli compression 

03/23/20 121308:55 JULIEN GROUT. JPMORGAN CHASE BANK, says: 

bon 

well 

03123/20 12 13:09:28 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

on a 34m de csOl en ig. hy unc'd today (par rapport a nos marques) et tgT3.25. ca fait 1 10m 

we have 34m of csOl in ig. Hy unc’cl today (in comparison with our marks) and ig+3.25, it makes 

nom 

03/23/2012 1309:35 JULIEN GROUT. JPMORGAN CHASE BANK, says 
ok? 

Ok? . 
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03/23/2012 1309:44 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 
e-coute je n'ai pas le temps 
listen, I don't have time 

03123/20 1213:09:49 JULIEN GROUT. JPMORGAN CHASE BANK, says: 

pok 

why? 

03/23/20 121309:51 JULIEN GROUT, JPMORGAN CHASE BANK, says 

ok 

ok 

03/23/20 12130952 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
je suis avec pat pour voir les trades 
1 am with pat to see for the trades 

03/23/20 1213 :10:04 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 

tout ce que je te demande c de dire a Javier ce que tu vois 

all that 1 am asking you is to tell Javier what you see 

03123/20 12 13: lo': 14 BRUNO IKSTL, JPMORGAN CHASE BANK, says: 

c tout et ils decide ce qu'on montre 

thaCs it and he decides what we show 

03/23/20 12 13:, I 0:20 BRUNO IKSIL. JPMORGAN CHASE BANK, says: 
parce que lamoi je ne sais plus 
because me. 1 don't know anymore 

03/23/20 12 13 1026 BRUNO IKSIL. JPMORGAN CHASE BANK, says 
je regarde la reduction du iwa 
1 look at the reduction in the nva 

03/23/20 12 14 ':27 :47 JULIEN GROUT, JPMORGAN CHASE BANK, has left the room 
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From: Iksil, Bruno M <bruno.m.iksil@ipmchase.com> 

<;ent: Thu, 29 Mar 2012 21:18:08 GMT 

,o: Martin-Artajo, Javier X <javier.x.martin-artajo@jpmorgan.com> 

Subject: First draft of the presentation 
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Core Credit Book: summary 

1- the beta adjusted moves 

- case of a 1x1 hy vs IG position ; illusions with spreads and bp measure sensitivities 

- the book remains neutral x% CS01 : implications 

1- if 1G9 lags, the book becomes long risk, because we are long risk in IG9 

2- if HY decompresses, the book becomes short risk, because we are short risk in HY 


2- the Method 

- Look at beta adjusted moves on history : the whole story is about compression and decompression 

- breakdown the risk from beta factors 

1- the book has a directional bias, but next it is all about expected loss changes ( mixing carry and 

MTM) 

2- the beta neutral book breaks into 3 parts: 

a- decompression trade ie HY vs IG on the run 

b- S9 vs IG on the run and hy off the run vs HY on the run 

c - equity tranche slope 

3- the findings : target YTD at -750M 

- the book is huge ; 95Bln IG9 and 38Bin S9 fwds , decompression (8M bp in HY or 25Bln, 2.3M in Xover or 7Bln) 

- Decompression worked very well and only starting : total gain ytd of BOOM ( SOBp Xover, 60bps in HY) 

we captured 12% decompression out of a move of 18% 

- Series9 lag is overwhelming : total loss YTD is I.SbIn (22bps in IG9 fwds and main S9) 

- directionality -60M and carry -40M ( with no roll down) : total 100m 
-defaults ( Kodak and Rescap) cost are estimated at 1 0OM total 

- 0-3 equity slopes cost a total 200M : SOM in itraxx ( 2pts) and ISOM in CDX IG ( Spts) 

-New trades : gain 200M 

^ J.EMorgan 
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Core Credit Book: Trading activity : positions and new trades 

Rationale for the positions Increase : 

1- cover the HY downside on some defaults, prepare for IG tightening, stay market neutral to minimize RWA 

2- started by selling IG9 Syr and S9 Syr : the curve steepened and the forwards moved up 

3- sold S9 and iG9 5x10 to limit the P&L hit 

4- defended the P&L at Month end while the decompression kept going and increased the underperformance of S9 series 


ttraxx Block 


All trades 

Start Jan Book 

Start Feb Book 

Start March Book 

Current Book 

Main OTR Xover 

Main OTR IG 

3.700 

4.500 

-2,479.033,784 

10.599.246.667 

-3,756,756,757 

16,062,222,222 

-3,283,783,784 

14,040,000,000 

-4,884,371,622 

20.883,402,222 

-6,235,790,541 

26,661,468,009 

S9 Fwd 

5yr !G OTR eq 

4:300 

4.500 

15.534.528.571 

14,844.105.079 

20,497,375.000 

19,586,380,556 

27.746,375,000 

26,513.202.778 

33,398,625,000 

31,914,241,667 

38.511,625.000 

36,799.997.222 

Net Syr OTR 

4.500 

22.472.525.079 

-4.116,619,444 

6,190,069.444 

14,082,350,556 

20,725,417.222 

CDX block 






Current Book 

HY OTR 

IG OTR . 

4.100 

5.000 

-12,027.013,171 

52.269.399.240 

-7,246,905.439 

31,495,051,038 

-7,695,056,537 

33,442,715,708 

-14,662,635,805 

63,723.815.200 

. -19,273,918,610 
83,764,450,278 

Hyotr 

HY10-11 

4.100 

2.435 

-2.550.011.220 

4.293.653.388 

-8.555,429.927 

14,405,446,694 

-11.325,839,805 

19,070,202,546 

-11,224,162,976 

10,099,001,314 

-11,105,441,146 

18.699,100.082 

IG9fvvd 

IG OTR 

4.500 

5.000 

39,888.688.889 

-35,899.020,000 

54,651,951,114 

-49.186.756,003 

75,029,095,559 

-67,526,186,003 

94,017,484,448 

-04,615.736.003 

94,540,640,003 

-05,006.576.003 

Net IG OTR 

5.000 

12,061,510,760 

-20,135,375,035 

-5,227,009,705 

- 8 , 934 , 809,205 

. - 8 , 073 , 864,275 
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Core Credit Book; BP sensitivities and Directionality of the book 




As spreads tightened the IG9 and S9 lOyr saw their duration increase while all other legs had a shrinking duration 
1 - this created an increase on the expected loss of the long risk that was amplified with the forward exposure 

2- the decompression created a long risk that was covered with a short risk in HY as the market rallied ( Var minimization) 

3- this long risk exposure should have been maintained ; this would have triggered an increase in RWA and Var 

4- the decompression trade in HY and Xoverwas never large enough due to the legacy because we had to increase the 
position to defend the P&L hit without being able to stay long risk ( due to RWA & Var constraints) 

5- the decompression in S9 ( around 25%) have induced a natural increase of long risk circa lOBIn long risk in main and 
25Bln long risk in IG 


icsoi r 

Main OTR Xover 

Main OTR !G 

0 

S9 Fwd 

Syr IG OTR eq 

0 

Net Syr OTR 

0 

ICDX block 1 

HY OTR 
!G OTR 

0 

Hyotr 

HY10-11 

0 


0 

IG9fwd 

IGOTR 


Net IG OTR 



trades 

0 Start Jan Book 

Start Feb Book 

Start March Book 

Current Book 

-917.243 

-1,390,000 

-1,215,000 

-1,807,218 

-2,307,243 

4,769.661 

7,228,000 

6,318,000 

9,397,531 

11,997,661 

6.679.847 

8,813,871 

11,930,941 

14,361.409 

16,559,999 

6.679.847 

8,813,871 

11,930,941 

14,361,409 

16,559,999 

10.112.636 

-1,852,479 

2,785,531 

6,337,058 

9,326,438 

trades 

Start Jan Book 

Start Feb Book 

Start March Book 

Current Book 

-4,931.075 

-2,971.231 

-3,154,973 

-6,011,681 

-7,902,307 

26,134,700 

15.747,526 

16.721.358 

31.861.908 

41,882,225 

-1,045,505 

-3,507.726 

-4,643,594 

-4,601,907 

-4,553,231 

1.045.505 

3,507.726 

4,643,594 

4,601.907 

4,553,231 

17,949,910 

24,593.378 

33,763,093 

42,307,860 

42,543,200 

-17,949.910 

-24.593.378 

-33,763,093 

-42,307,868 

-42,543,288 

6.030,755 

-10.067,688 

-2,613,505 

-4,467.405 

•4,036,932 
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Core Credit Book; P&L explain 


Positives 

+1020M USD 

Negatives 

-1820MUSD 

Decompression 

+560M USD 

Steepening S9 and IG9 

-1000M USD 

HY off the run 

+ 200M USD 

Defaults 

- 150MUSD 

Carry 

+ 150M USD 

Duration effect 

- 450M USD 

New trades 

+ 110M USD 

Equity tranche steepening 

- -220M USD 


Book 

Feb 

TOTALS 88,616,208 

March 

-12,239,142 

Current Book 
-180,141,486 

TOTALS 

-103,864,420 

Itraxx Block 

Xover/main ratio 

58.799.595 

44,189.466 

57,852,908 

0 

160,641,966 

S9fwd ratio 

-52.805.736 

-122.108,870 

-242,054,127 

•416,968,733 

Tranche P&L 

20,000.000 

-20,000,000 

-50,000,000 

-60,000,000 

New trades P&L 

50,000,000 

20,000.000 

0 

70,000,000 

directional 

12,522,349 

65,680,263 

54,059,733 

132,262,345 

IG block 

TOTALS 

-118,638,384 

-71,133,553 

-524,044,348 

TOTALS 

-713,816,284 

HY/IG ratio 

89,015,888 

120,496,700 

199,004,093 

408,516,681 

HY off ther un vs on the run 

101,036,597 

56,597,893 

-34.187,796 

203,446,695 

IG9 Fwd 

-340.643.952 

-69,926,692 

-544.970,101 

-955,540,745 

Tranche P&L 

-35,000,000 

-70.000,000 

-65,000,000 

-170,000,000 

New Trade P&L 

20.000.000 

20.000,000 

0 

40,000,000 

directional 

-33.046,916 

-28.301,454 

-28,890,544 

-90,238,914 

Defaults 


-100,000,000 

-50,000,000 

-150,000,000 
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Core Credit Book: Series 9 steepening ex 
the 40bps market rally by 22 bps.... 
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: the forwards nave lagged 



Spread chge 

Duration adjusted 

Beta adjust Durl 

Dur2 




64 

90.90 

92.3 

0.97 

0.' 

88 

-14.00% 

52 

57.80 

51.5 

2.82 

l! 

111 

2.000% 

38 

37.51 

29.3 

5.26 

5.. 

82 

-9.00% 

39 


41,0 

4.65 

4. 

118 

26.00% 

34 

26.06 

19,6 

4.29 

4. 

72 

-12.00% 

39 

41.94 

46.5 

3.8 

3.' 


3/2012 Duration chge 

Spread chge 

Duration adjusted 

Beta adjust Durl 

Dur2 


89 

-21.00% 

81 

101.37 

79.5 

1.44 

1,: 

124 

-9.00% 

65 

69.42 

45,0 

3.23 

3. 

145 

20,000% 

50 

43.97 

26.3 

5.54 

5.' 

115 

0,04 

58 

56,69 

40,0 

4.38 

4.. 

160 

36.00% 

46 

30,54 

16.9 

4.08 

4/ 
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Core Credit Book; Analysis of the 1G9 performance 

IG9 can be proxied as a norma! IG index of 117 names and 5 HY Names ( MB!A, RADIAN, ISTAR, SPRINT, RR Donnelley) : 
-The 5 names behaved like the whole HY market : they underperform the IG market and steepened a lot 

- Their move relative to the rest of IG indices allows to explain most of the lag in 1G9 curve but not all 

- Yet Syr IG9 outperformed by 3Bps, 7yr outperformed by 4 bps while 1 0yr underperformed by 2 Bps : the net 
P&L impact is -100M USD 


o 


o 

u 


Syr 

compression 

spread 03/01/2012 spread 27/03/2012 Duration chge 

Spread chge Index eq bp 


index based theo 


CDX tG9 

61% 

132 

66 -23.00% 

64 

64.00 

64.0 

0.97 

0.74 

RDN 

60% 

31.00% 

12.48% 

18.5% 

15.18 

18.82% - 

0.24 


MBIA 

28% 

16.00% 

11.49% 

4.5% 

3.70 

9.71% - 

4.26 


SPRINT 

63% 

5.80% 

2.17% IG tightening 

3.6% 

2.98 

3.52% 

0.09 


RRD 

59% 

4.09% 

1.68% 55.00% 

2.4% 

1.98 

2.48% - 

0.06 . 


SFI 

73% 

12.62% 

3.40% simul 

9.2% 

7.56 

7.66% 

1.28 


% index loss 

65% 

44% 

51% 65.04% 

31.39 


- 

3.20 



7yr 

compression 

spread 03/01/2012 spread 27/03/2012 Duration chge 

Spread chge Index eq bp 


index based theo 


C0XiG9 

40% 

140 

88 -14.00% 

52 

62.00 

62.0 

2.82 

2.68 

RDN 

34% 

52.00% 

34.50% 

17.5% 

14.34 

20.94% - 

2.62 


MBIA 

14% 

36.00% 

31.00% 

5.0% 

4.10 

14.49% - 

7.78 


SPRINT 

14% 

21.00% 

16.00% !G tightening 

3.0% 

2.46 

8.46% - 

4.47 


RRD 

20% 

15.00% 

12.00% 45.00% 

3.0% 

2.46 

6,04% - 

2.49 


SFI 

12% 

26.00% 

23.00% simul 

3.0% 

2.46 

10.47% - 

6.12 


% Index loss 

21% 

31% 

41% 35.12% 

23.36 



23.68 



lOyr 

compression 

spread 03/01/2012 spread 27/03/2012 Duration chge 

Spread chge Index eq bp 


index based theo 


CDX IG9 

26% 


111 2.000% 

38 

37.51 

29.1 

5.28 

5.28 

RDN 

26% 

66.00% 

49.00% 

17.0% 

13.93 

16.65% 

0.29 


MBIA 

10% 

51.00% 

46.00% 

5.0% 

4.10 

12.86% - 

6.44 


SPRINT 

1% 

36.50% 

36.00% IG tightening 

0.5% 

0.41 

9.21% - 

7.14 


RRD 

3% 

30.00% 

29.00% 33.00% 

1.0% 

0.82 

7.57%.- 

5.38 


SFI 

19% 

38.50% 

31.00% simul 

7.5% 

6.15 

9.71% - 

1.81 


% Index loss 

14% 

23% 

27% 27.91% 

19.26 


* 

20.48 
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Core Credit Book; The devil in the details 

1-The Steepening of the IG9 HY names was more aggressive than the whole 
HY market : this result in an underperformance of 80M USD 


OTR HY tipjhtenin< 

15.100% 


1G9 HY block tiqht 

14% 

0.33 

HY off the run tipi 



1G9 &vr Hv block 

BHHHHDSSI 

3.17 

1 Yr HY tiqhteninq 

HHHMHKSS3 


1G9 5vr HY block 


3.46 


o 

o 


o 

o 
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Core Credit Book: Summary 

1- the Book has been missing an extra 35M CS01 : this is a cost opportunity of 1.2 Bin due to the 40 bps rally in IG 

- this long risk shows naturally in the spread tightening and with the coming expiry of the shortterm S9 leg 

- it triggers a an increase in Var- stress Var- CRM- IRC-RWA across the board it we maintain the book balanced 

2- the need to reduce VAR - RWA and stay within the CS01 limit prevented the book from being long risk enough 

- as we bought protection on HY in the rally, we kept the 1 0%CS01 neutral to slightly bull 

- the slight bullish bias was dwarfed by the exposure in the fonvards that kept increasing to protect the P&L 


3- Thus a decompression trade was put on in order to remain market neutral, but it increased the CS01 very fast 

- as a result a decompression trade built up both in Xover and Main : it is a good trade that performed well 
-yet, selling more protection in IG to balance the protection we bought in HY put us close to the CS01 limit 


4- The long risk exposure would likely have missed the first 15 bps and the realistic P&L miss is rather 800M USD 

• despite the conviction on the rally in IG spreads, we needed to sell 1 0Bin in main and 30Bin in IG ideally which 
is a significant bullish bet 

- in early February and early March, when spreads widened back, the book would likely have suffered a weekly 
loss of up to 200M each time ; this was not an acceptable P&L noise ....So the long would have been 
implemented slowly anyway 


Q 

lU 

q: 


5- carrying this long risk exposure would have triggered some brutal P&L swings of 100-200 in early February and March. 


^ - the book was aiming at fine tuning the P&L noise while reducing the risks and the notionals on opportunities 

I - the losses coming from the IG fonwards were already wild, so we waited before being outright long risk for fear 

z the noise would just increase more 
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Core Credit Book: Storyboard 

1- Starting point initjaiiy the book kept deleveraging in January reducing the shorts in series 9 5yr, removing the short risk in IG, 
adding short risk in HY. The aim was to create some options on the book as in 201 1 to reduce aggressively on opportunities. 

2- Mission ; balance the book. : 

a-it was slightly long risk since the 15®* of January 

b-some protection on HY was bought to reduce the loss on some HY defaults like Kodak and rescap 
c- put some decompression trade to go long IG and neutralize the cost of carrying the protection in HY 

3- Execution ; it went all bad.... 

- the forward spreads started underperforming and this created a residual long risk exposure that had to be 
covered to reduce the Var and RWA 

- the notionals in series 9 were too large and the loss was way larger than the small directional gain ( Jan and 
Feb) 

- the decompression In HY and Xover sped up in March and this put the book short risk and worsened the loss in 
the forwards 



OT 

O 

o 


4- What Happened? 

- January : tried to reduce the short in the iG9 and S9 Syr but this pushed the forwards up and the potential was 
already 400M. We reported a loss of 130M USD YTD 

- February : tried to cover the HY downside risk to default and added to !G9 and S9 forwards in order to contain 
the P&L loss as decompression kept going. We reported a loss of 220M USD YTD 

-March : the notionals increased in fonward position uselessly and loss accelerated to incredibly high levels. The 
move was too fast and painful. 

5- Plan 

- put the book to sleep : to stop flagging our moves to the market 

- maintain a long risk bias with on the run IG indices to keep a good carry in front of the upside on defaults 
-buy up to 5Bln protection in IG9 0-3 lOyrand 2.5Bln Main s9 10yr 0-3 to flatten the future default profile 

6 J.E Morgan 
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Core Credit Book: Risk Management and execution mistakes 

1- The reduction of the Syr IG9 and S9 early in January turned out to be a bad move : 

- initially, sell 5 yr on a roll basis vs on the run IG indices allowed to reduce the short, improve the carry, reduce 
the sensitivity of the book towards flattening and pre-empt a tightening in IG spreads without increasing CSOl 

- the market players quickly steepened the S9 curves starting the underperformance of the forwards : because 
the slight long risk bias was insufficient to cover the loss, we added back some flatteners to correct the hit. 

2- The Kodak default triggered a second wrong move : 

- The loss was SOM and we started covering the risk in February by selling HY14-HY17 indices that contained 
MBIA, Radian, MGIC, ISTAR given that RESCAP risk to default was growing. 

- However, by selling those series and targeting the “mortgage & insurance” related names, we aggravated the 
underperformance of the IG9 forwards because they contain MBIA, Radian and ISTAR 

- As a result, those names underperformed the whole market. Thus the decompression trade worked but the iG9 
forward especially underperformed in the rally and this is where the main long risk of the book is. 

3- The Xover/ Main decompression trade.... 

- Due to the need to contain the RWA-Var complex, we sold protection on main while buying protection in Xover 
-This was a way to profit from either a recovery in Europe IG space without 

- The decompression In HY and Xover sped up in March and this put the book short risk and worsened the loss in 
the forwards 


4- What would have happened if none of these bad moves were initiated? 

. jhe decompression would have happened anyway and the forward underperformance may have been twice 
smaller or down 750. All these mistakes induced an increase in the forward positions to contain the P&L hit. 

- If the book had gone long risk fully, the Var would have increased and the RWA as well : likely 1 0-1 5 Bin RWA 
-The carry would have improved and the book would have had twice a weekly drawdown of 200M 
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Participants: 

Goldman 

Martin- Artajo 

Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 


Transcript of 5725474620132382965 


Javier Martin-Artajo 
Irv Goldman 

Hello 
Hi Irv 

How have you been? 

I’m good man. What’s up? 

Inajust called me. She was curious at me.... 

Sorry I can’t hear you very well 

She was curious if you had any range of estimate about what the day is going to 
look like. I know you said 2. 

What do you mean 2. Do you mean 2 your time? 

Yeah 

What time is it now? 

It’s 12. She just wanted to — 

1 don’t have that yet, unfortunately. I don’t have it Irv. 1 don’t have it. It is not 
looking good. I don’t have it yet...um, it is just that it is illiquid, you see. The 
market is I don’t know — 

I know, 1 think she is just concerned about — 

I just don’t want to. . , I just don’t want to. . . I would love to tell you that the 
number is, I don’t know, 40 to 50 million. I don’t know. I don’t think it is going to 
be as small as that. Looking at the numbers that Venkat has and the spreads, the 
numbers look wide. If I have estimates to make, I don’t want to do that yet. You 
see, it’s very weird close, let me explain what is going on here. We are a bigger 
player in this market, we are a relatively big player, we are not trading here, so that 
is positive in the sense that we are not increasing our positions, but negative in the 
sense that we are not increasing our positions, it is negative in the sense that a bit of 
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the spreads are wide and they want to see what we are going to do on the books. 
Since we have two to three trades that we are here and are checking right, I don’t 
want Bruno to tradCi he needs to trade a very small amount just to get the mark, 
that’s fine, but I don’t want to really do much and I want to delay that as much as 
possible, right. 

Most of what happens in our book has to do with the US market and less in the 
European market. Most of the P&L issues are on the investment grade in the US, 
and not as much on the high yield in the US, and not as much on the European 
ITrax positions. I need a little bit more time. Sorry about that. Sorry to not know 
what it is. 

I have no new info, um I have been on the phone quite a lot to be honest with you. 

I do not know what Ina has been asking, but she has been asking quite a few things 
to Achilles and I think it is related to something we mentioned on our meeting this 
morning in terms of what 1 think the improvements are on capita! and how much it 
is going to be reduced for the quarter end and how much does the reduction of the 
book look like. I was just speaking to Venkat about that. I only have rough 
numbers here of what that is going to be because needs to run this process. 

The reason I optimistic that the number is going to reduce. The delta has been 
reduced by about 1 2 and a half percent by looking at what we’ve done, so we 
should get an improvement on that, on the IRC. 1 think that is about right. That is 
what I am hoping. That is what 1 told you at lunchtime. 1 think that is going to be 
the same for the February number and for the March number. That will be an 
average. I am not sure exactly how we are going to calculate this. There will be an 
improvement from the number that you had. Now, that is. 

Ina asked Achilles. Tell me if I am wrong, 1 am triangulating here as I just 
discussed this with Achilles and what I think Ina meant. That still puts in a position 
that we still have to do. No matter how much I can improve this on the second 
quarter on the model with Venkat. We can make some improvements because I 
think we are going to get some help to do that. Again, the numbers are not going to 
look somewhere in the region of what we need to reduce by quarter end if we don’t 
do anything in the book. 

What I am working on for Tuesday is actually two sort of plans. Plan A - the book 
stays the way it is with the best improvements that we can get and it has positives 
and negatives. Or we need to actually reduce the RWA by doing something here 
and has positives and negatives. So that’s kind of what I am working on. 

Yeah I know 

The number for year end is going to be reduced, probably by 5 billion given the 
natural reduction of duration of the book, which is something I told Achilles how 
much do you think that would be. Well, if I give you a rough estimate that should 
be 20 percent of the book since we have lost a little bit of the first quarter so it 
probably going to be something around 15 percent. You will get another benefit of 
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let’s say 5 or 6 billion, just from that. If we can get 5 from that, another 5 from the 
model and 3 from what I have done. Reduces from 13 the number you mentioned 
yesterday. I know that this still not great, but it is a number that is a little bit more 
palatable so that whatever Plan B is and there are a number of different things that 
we can do in Plan B that gets us to where we want to be. 

That is what I am working on now. And uh. . . I think I am getting good help from 
you guys, from Venkat. I like this guy, he is practical, think he understands the 
issues. Communicates well, said he is okay lending us help from that. Olivier is 
going to work exclusively for us for three months, right. He is going to sit on the 
desk and coordinate all of the things I am trying to do with me, you, Keith, and 

. I think he is going to do that, think that is great, have someone to look in 

depth in the book, that has enough experience to do that, he has done that himself. 

I think this is good news. 

I think John Hogan spoke with Ina and maybe Achilles, I don’t know who. And it 
is okay, Venkat is fine, 

I think this is good news. Doing as well as we can. I am sorry I created this 
headache for ail you guys. I did not expect it to be this way. 

We are a team. You know, we are a team. 

I know you are helping me. I cannot tell you how good everything else here is. 

The [ bonds] in France, I am going to give you something that will shock you, 

are trading at 55 bps. Something that was trading just 120 when we marked the 
book yesterday, we were up like 700 million. 

As I remark today, we are going to be up another 300 or 400. It is just incredible 
what is happening here in the last three days on secured credit. So, I have very bad 
news on the synthetic book and good news on the rest of the portfolio, which is 
incredible to see how much the view that we had, the very strong view that we had 
since the end of November in terms of the solution of the ITRO the loading up in 
the book. Obviously Ina helped us with this, obviously. She gave us the blessing 
to buy as much as we could. But, I think it is more than we thought this effect, the 
portfolio, I think we need to... 

So what are you doing? Are you marking at the other 300? 

No, I am not marking. I have not had the time to do that and it is not mark to 
market, which is not helping us with the problem that we have. That is why it 
doesn’t matter if I mark it or not because it is like a 'first 

Right, I know. 

So, the gains that we have on mark to market are probably going to be somewhere 
in the 60 million, but Ina told me not to consider that. She wanted me to give you 
the number of what the book here does that Irene adjust that. 
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If we have a little bit more money in the book, so be it. 

Goldman You still don’t know if it is minus 50 or minus 150? 

Martin-Artajo I don’t know, man, I have a bad feeling about a bit or respect here, ok? I think we 
are going to show a hundred — 

Goldman You think the worst case? 

Martin-Artajo Don’t say anything to Ina yet, please, because I am just telling you. We are not 
trading in the market, ok. There is one position here that matters. I mean 3 bps in 
that position will explain 100 million. 

Goldman I know 

Martin-Artajo The issue is that the market is very sensitive to — 

Goldman If we get what you are nervous about, where do you think it could be? If we get 

what you are nervous about, where do you think it could be? 

MartinrArtajo Could have a very bad number, could have 150. Because I am not going to defend 
it. I am not going to fight in the street and increase a position create a problem that 
we created last quarter. I’ll explain that on Tuesday, We should have stopped 
doing this three months ago and just rebalanced the book. 

Goldman There are a lot of things that I wish I wouldn’t have done in ray life. 

Martin-Artajo Exactly 

Goldman We are all just trying to be supportive. Need to move forward. By the way, I sent 

that email about the vacation stuff because I think there’s just... When you 
consider the strategy, we are going into the holidays. 1 don’t know what people’s 
vacation schedules are but if people are not around, I mean like, and something 
goes on, you know, I think it is going to be an issue. 

Martin-Artajo I don’t understand what you are saying 

Goldman I don’t know what people’s vacation schedules are there because we are going into 

Easter. This is one of these all hands on deck sort of things. So I am sute it is 
going to come up as a question when you go into strategy, “everyone is going to be 
around, aren’t they?” I just don’t want you to be. . . 

It’ s you and Achilles. It is your business. I am just saying you should be sensitive 
to that because I think people... 

Martin-Artajo You mean that I should be in the office? 
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Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 


Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 


Um, I think you guys should discuss how you are going to handle it, right? 

I don’t understand what you are saying. Of course I am going to be in the office 

I am just saying I don’t know if Bruno is planning on vacation. I don’t know what 
it is. You guys just have to consider that. When you’re like. . . I am sure it is going 
to be a question that comes up in the strategy session, “we are going into the 
holidays, people are going to be here, right?” You don’t want to say, no, these 
people are on vacation 

No, there’s no one going on vacation. I am here, Bruno is here. You know, Olivier 
is going to be here. 

I am just being a risk guy and I wanted to make sure you thought of everything 

I am staying here. I am not going skiing. I am not going anywhere. I am not going 
to let anything, you know, derail this. This is a big problem I have. I’ve had this 
problem before. Before you came, we had a problem similar to this in the 
beginning of ’09. I don’t know if you heard about this. It was almost as bad as 
this. No man. Ina wanted us to do a big deep dive. I am working on a deep dive. I 
am going to really be open and explain everything that’s gone. 

There are positives and there are negatives. There are things we have done, there’s 
a post mortem I’m doing. And then we are going to finalize with what the plan is. 
So we, that’s what I am working on. Of course I am very sensitive to that. I am 
going to present it next week. It is going to be. . . Obviously Achilles will be here. 

I am going to be here. Don’t worry, we are not going to be calling in from the 
Bahamas and seeing how it goes. Don’t worry about that. I am too much of a 
professional not to... 

I am just double checking. Sometimes there is oversight. I sent it just because. I 
sent it just like, duh thing. You just never know. Duh, you know, of course. 

Of course. You are getting into something that I think is important that you know 
about this. There is no question that it doesn’t matter that our books are up 
everything except this book. What matters is that I need to make sure that this 
book is in good shape because this is an incredibly important thing. So, I am not 
going to go on holiday from now until I sort this out, even if it is in the summer. 
I’m not. I’m not, this is my priority and... I am not going anywhere. I told this to 
my wife. I told this to everybody. The team here is not going anywhere. 

Right. Ok. That’s good, I am just double checking. It is not like anyone here said 
anything. 

I am not taking this H^tly just because the rest of the books are making a fortune 
here and are TRR here is huge. I mean... 
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Goldman 

Martin-Artajo 


Goldman 

Martin-Artajo 

Goldman 

Martin-Artajo 


The only thing anyone here is focused on right now is this. 

This is the only thing I am focusing on. This is the only thing that matters, I am 
only looking at the bad. I am only looking at the bad. I am only looking at the 
problem that we are having with this book, which is a problem and it is a problem 
that I am aware of this problem. This has happened to me before and anyone who 
takes positions the size we have has gone through that. Because you know, it is 
funny that you say that because Chris was here and we had diimer with her and her 
husband and Achilles just a couple of days ago and she told us about when she has 

had two or three blowups in and she was saying ok man, well this is what I did 

then, this is what happened, this is what we needed to do, and this is what you need 
to make sure that Ina helps you. And all of the things. She told us a lot of things 
that. . . she gave us good adviee actually. She gave me good advice at least. 

She’s been through the war zone. 

She’s got three blowups. I am only on my second blowup. She is ahead of me, I 
am doing my best. 

I know you are, I feel for you. It is horrible going through this. 

It is horrible. I hate it, ok beeause I have a great track record here and I am 
relaxed. I know that you were asking me the other day if I was very emotional and 
I am not. It is just that I wanted her to know from me that the tension I had from 
trying to coordinate with QR, trying to coordinate with the IB, trying to coordinate 
and make sure that I communicate this to all of you guys, making sure my team 
doesn’t melt down because they are used to winning so they are... It has been a 
very, very tough two weeks. It has made us stronger. As usual, these things make 
you stronger, makes you more of a team. We’re asking for a lot of help from you 
guys, we thank everyone that is helping here. Trying to take securities gains. 

I think we are a team. Maybe this helps improve our transoceanic relationship, I 
guess maybe this helps. To make sure that everyone helps where they can. I am 
getting a lot of help from you guys in New York. I am getting a lot of help from 
QR. I am getting a lot of help from John. W e feel that you guys are helping us. 

We do. 

I know that Ina is helping here. She has seen this many times. Ina really has seen 
blowups more than anybody I know. She knows how stressful it is, how bad you 
feel about it and how rational you need to be about this and not become an 
emotional... just saying things as they are. What is the rational thing to do. What is 
the next move, forget about what you’ve done, Forget about mistakes. I am 
working on that. I will have a presentation on that. 

The minute I have an estimate, I will let you know. I will call you or send you an 
email. 
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CALL # 5601530708350439949 

MR. GROUT: [Background chatter] Remi, I can't f** it up, but the system's base is a real 
mess. You know? If I say today - 

MR. IKSIL: Hello? 

MR. GROUT: Yes, Bruno? 

MR. IKSIL: Yes. 

MR. GROUT: It's good. I found the e-mail of Javier. I found Javier's e-mail. So you can 
change that thing. 

MR. IKSIL: Okay, (inaudible). 

MR. GROUT: Go ahead tell me where should I put - 

MR. IKSIL: Yes. 

MR. GROUT: Tell me where I should take the reserve? 

MR. IKSIL: If you can avoid doing that screwed-up thing (“ce true deconne") you can really 
stay with (within?) bid-ask . It's better you see since you don't have a reserve, you see? 

MR. GROUT: Uh, for the United States we're back to the bid-ask on the on-the-run ... 

MR. IKSIL: Very well. 

MR. GROUT: ... on both ICE and IG. [1 cannot make out these words exactly - phonetically, 
it sounds like he is saying "sur les etats-unis on est revolu sur le bid-ask sw on-the-run sur ‘both 
1-SAY 1-G ' - 1 interpret this to mean, most likely, “we ’re at bid-ask on the on-the-run ICE and 
IG, ” but that ’s not 1 00% clear.] 

MR. IKSIL: Very well. 

MR. GROUT: And for Europe if you want I can scratch out two BPs on the crossover. 

MR. IKSIL: But you see what I mean? This is a little at the limit. We should probably do 
something cleaner with a . . . you see ... a lesser result ( "un resultat moins ...”). You see what I 
mean? 

MR. GROUT: Okay. But if 1 take off - I can take off four BPs on the crossover. 

MR. IKSIL: Yes. 

MR. GROUT : Normally - normally it's a market where we are just about (sounds like "dans les 
guis ” - but I don 't know what that would mean) at the same time regarding main and crossover. 
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MR. IKSIL: Okay, then do that. Do that and we'll see. Okay? 

MR. GROUT: Yes. 

MR. IKSIL: Because this costs 10 “boules” {apparently a unit of measurement of money - we've 
heard this from Bruno before, I’m not familiar with the term), that’s nothing you see. 

MR. GROUT: Okay. Okay. 

MR. IKSIL: I'm sorry to ask you to do this. But 1 prefer to do it this way. It's cleaner, you see. 
And weare “dans les clouds” {another expression we 've heard, perhaps to mean “blind in the 
market"!) 

MR. GROUT: I must look into this because... 

MR. IKSIL: You see, now it's okay. I have the connection. I will validate it for you right away. 
Okay? 

MR. GROUT: Okay, that's good. 

MR. IKSIL: Okay. , 

MR. GROUT: Very well. We'll talk later. Ciao. 

MR. IKSIL; Yes, thank you. Ciao. 
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From; Martin-Artajo, Javier X <javier.x.martin-artajo@jpmorgan.com> 
'ent; Fri, 30 Mar 20 12 19: 09: 19 GMT 
I'o: Goldman, Irvin J <irvin.j.goldman@jpmchase.com> 

Subject; Fw: Any better numbers so far ? 


" Rfdirted by tbf PennancDt 

OH lovestigatMHB 


Original Message 

From; Grout, Julien G 

Sent; Friday, March 30, 2012 08:07 PM 

To: Martin-Artajo, Javier X 

Subject; RE: Any better numbers so far ? 

no, the market has been very quiet, with very few updates in tranches, still watching. 

Original Message 

From: Martin-Artajo, Javier X 

Sent: 30 March 2012 20:06 

To: Grout, Julien G 

Subject; Any better numbers so far ? 
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From: Martin-Artajo, Javier X <javierjc.martjn-artajo@ 3 pmorgan.com> 

’ent: Fri, 30 Mar 2012 20:15:33 GMT 

. 0 : Goldman, Irvin J <jrvjn.j.goldman@jpmchase.com> 

Subject: Update 


irv , 


We are going to close the books in one hour and still around -150 MM . 


Rgds 


From: Goldman, Irvin 1 

Sent: Friday, March 30, 2012 06:28 PM 

To: Martin-Artajo, Javier X 

Subject: Re: Best estimate for today - URGENT 

As ! mentioned to keith. Ina wants a summary of breakdown when u have 
It bid offer attribution etc 


From: Martin-Artajo, Javier X 
Sent: Friday, March 30, 2012 01:21 PM 
To: Goldman, Irvin J 
Cc: Tse, Irene Y 

•Subject: Best estimate for today - URGENT 
irv/lrene , 


i am at the moment looking at 150 MM USD loss . Bid offers are bad and not a lot of trading . Could be as bad as 175 down if 
US equities sell off and not better than 125 MM down . So best estimate so far -150 MM USD . We are not trading here in 
the market at all . 


Will send you an update at 3 pm NY time once London closes we probably will get more accurate numbers . 


regards 
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From; Grout, JuHen G <julien.g.grout@jpmchase.com> 

'^nt: Fri, 30 Mar 2012 20:47:51 GMT 

-o: CIO ESTIMATED P&L <CIO_CREDrT_P8iL@jpmchase.com> 

CC: CIO P&L Team <QO_P8d._Team@jpmchase.com> 

Subject: CIO Core Credit P&L Predict [30 Mar]: -$138,135k (diy) -$583, 296k (ytd) 


Daily P&L: -$138,135,170 

YTD P&L: -$583,296,250 

Daily P&L($) YTD P&L($) 

Europe Financials -1,177,420 -37,813,322 

Redacted By i 

Permanent Subcommittee on Investigations 
Europe High Grade -7,897,632 302,489 


Redacted By 

Permanent Subcommittee on Investigations 


us High Grade -2,436,590 309,302,294 


Redacted By 

Permanent Subcommittee on Investigations 


us HY & LCDX -44,527,024 -343,842,081 


Redacted By 

Permanent Subcommittee on Investigations 


jpM-ao 
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Redacted By 

Permanent Subcommittee on Investigations 


j ABX / TABX , -155 -23,397 


Redacted By 

Permanent Subcommittee on Investigations 


New Investments -79,843,446 -499,159,257 


Redacted By 

Permanent Subcommittee on Investigations 


Dead Books (Core) 563 2,549 


Redacted By 

Permanent Subcommittee on Investigations 


shbook/Costs 0 0 


ICE Washbook 0 0 


Redacted By 

Permanent Subcommittee on Investigations 
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pical month end session in our space, with low volumes. Credit derivatives are better - after 
the bounce overnight (in stocks and CDX.HY) we opened only slightly tighter; European credit was 
initially wider - tensions around the Euro meeting in Copenhagen and the Spanish budget pushed 
spreads wider with FINS index substantially underperforming due to street liquidity and we were 
close to unch'd at that point. However some good eco numbers in the US, rumours of an OK Chinese 
PMI this week end and an apparently positive headline from Copenhagen (firewall size at EUR 900B - 
details to be checked) helped spreads recover. 

Today the book is recording a loss as the month end price action is leading to further 
underperformance of the off the run forward spreads in series 9 (43M in CDX.IQ and 30M in iTraxx). 
Furthermore the outperformance of CDX.KY last night after our close is translating into compression 
- this is hurting our decompression position in the US by about 40M. Last, adverse tranche price 
action across the board is costing us 25M. 

Trading wise, in CDX.IG and iTraxx we bought more long dated equity protection (50M), we sold 
small pieces of super senior tranches (35eH) and we sold S50M protection in CDX.IQ; in CDX.HY we 
bought pieces of mezzanine tranches (80M) - again all this-for RWA purposes. 



Again, a lot of prices are still being framed and we are providing our best estimate. 
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From: Demo, Mark <Mark.Demo@jpmorgan.com> 

Sent: Fri, 20 Apr 2012 13:01:10 GMT 

To: Wilmot, John <JOHN.WILMOT@jpmorgan.com> 

Morris, Andrew X <andrew.morris@jpmorgan.com>; Miller, Charles R 
CC: <charles.r.miller@jpmorgan.com>; Bjamason, David <david.bjamason@chase.com>; Hughes, 

Jason LDN <Jason.LDN.Hughes@jpmorgan.com> 

Suhi^' Largest OTC Collateral Call Dispute Report plus Update on Collateral Disputes Reported to 
^ * Supervisors 


John - 1 wanted to bring something to your attention. This Is a weekly report that we in IB Collateral produce that reflects the 
10 largest collateral disputes for the week. You should know that in our top 10 this week we have quite a few disputes that 
are largely driven by mtm differences on CIO London trades. If j look at the total mtm differences across the CIO book facing 
the G-15 - the mtm difference totals over S500MM. 

I have included a break out of yesterday's mtm differences by 6- IS firm for only the CIO London credit book. The numbers in 
the own column show our trade count facing the counterparty. The numbers in the Diff MTM column show the total mtm 
difference across the CIO London trades facing the counterparty indicated. 


11 


We are in correspondence with your middle office (kory O'Neil) who has taken our questions regarding these differences to 
your Front Office. We are awaiting a response. We are also doing mtm difference based on product type and underlier which 
we will have a little later today. 

{ am working from home today -1 can be reached at 917-513-6157 if you want to talk. 

Mark Demo 1 IB Collateral j J.P. Morgan | 383 Madison Avenue. 11th Floor, New York, NY 10179 j T; 212 622 5485 ! 

mark.defno@lDmoraan.com 

iPMC INTERNAL USE ONLY 


From: Demo, Mark 

Sent: Thursday, April 19, 2012 6:33 PM 
To; Staley, 3es 

Cc: Zinke, Steinar X; Sankey, Brian; Eichenberger, Stephen; Cox, Andrew UK; Christ, Michael; Eckstein, Peter C; Waller, Lawrence; 
Ambrecht, Mary R; Hanrahan, Kieran; Brough, Richard; Magnus, Arthur; Keating, Karen R.; Bessin, Jean-Francois X; King, Ian A; 
Bishop, Elizabeth W; Compton, Paul H; Zames, Matthew E; Masters, Blithe; Pinto, Daniel; Hernandez, Carlos M.; Ricd, Paul A.; IB 
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Credit Risk Reporting; Scott, Nicoia R; Robbins, Nigef; O'Rourke, Erin; re Europe CoiJatera!; Sims, Mark; Bruce, James A; Moores, 
Christopher D; Morris, Andrew X; Magalhaes, Augusto P; Milter, Charies R; Moffitt, Albert J; Cisz, Mark M; Poz, Thomas I; Rallan, 
Luke X; Lee, Louis TH; Winkelman, Amanda D; McDonagh, Danid; Diaks, Marc X; Morzaria, Tushar R; BenesW, Beveriy J; Gaunekar, 
Siddhi P; Thomey, William D; Robinson, Scott A; Willcox, Christopher P; Jhamna, Sanjay X; Vigneron, Olivier X; Munro Directs; 
Munro, Graeme; Rubenstein, Stuart; Leach, Mark; Rokkos, Angela; Nuttall, Kenneth E; Nandanar, Preeti H; Bogle, Andre A; Warnier, 
Daniel P; Boi, Simona; Dewson, Thomas X; Kane, Karolirre; Healey, Garetii; Hurley, Jonathan X; Eichenberger, Stephen; Miller, 
Charies R 

Subject: Largest OTC Collateral Cali Dispute Report plus Update on Collateral Disputes Reported to Supervisors 

Attached is this week's report detailing the 10 largest collateral call disputes on the OTC derivatives book. In order 
to reflect ongoing issues with some of the larger broker dealers, this report lists counterparts with which we are 
seeing consistent differences regardless of whether it Is JPMC or the counterpart that is showing exposure. 

The report also reflects updates on coiiatera! disputes previously reported to Supervisors as well as those disputes 
tracking to be reported to Supervisors for April month end. 

The RAG ratings in co! 0 are defined as follows: 

Red = a dispute meets the age, size and risk rating criteria set out in the grid below. 

Amber - the dispute does not meet all the criteria on the grid 

Green = either the dispute has been resolved since the date of the data cut for this report, or resolution is 
imminent. 

cid:im^e003.jpg@0lC9C8D7.D841BB00 


m 


Mark Demo 
212-622-5485 


Mark Demo ! IB Collateral | J.P. Morgan ( 383 Madison Avenue, 11th Floor, New York, NY 10179 | T: 212 622 5485 | 
mark.demo(3)iDmorQan.com 

JPMC INTERNAL USE ONLY 
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From: Hogan, John J. <JohnJ.Hogan@jpmorgan.com> 

Sent: Fri, 20 Apr 2012 15:34:20 GMT 

To; Braunstein, Douglas <Douglas.Braun5tein@jpmorgan.com> 
Subject; Re: Collateral Disputes 


Will find out. 


From: Braunstein, Douglas 
Sent: Friday, April 20, 2012 11:31 AM 
To: Hogan, John J. 

Subject: Re: Collateral Disputes 

Is this the first time this has happened 


From: Hogan, John J. 

Sent: Friday, April 20, 2012 11:24 AM 
To: Braunstein, Douglas 
Subject: Fw: COilatera! Disputes 

This isn't a good sign on our valuation process on the Tranche book In CIO. Cm going to dig further. 


From: Goldman, Irvin J 

Sent: Friday, April 20, 2012 11:21 AM 

To: Hogan, John J. 

Subject; FW: Collateral Disputes 


Original Message 

From: Lewis, Phil 

Sent: Friday, April 20, 2012 11:20 AM Eastern Standard Time 
to: Goldman, Irvin J; Welland, Peter 
Cc: Kasd, Edward R; Bates, Paul T 
Subject: RE; Collateral Disputes 

Yes we are — we have collateral disputes from s number of counterparties (obviously on positions that aren't novated to ICE, 
so the tranches and ICE ineligible indices). Biggest are with MS and GS. First we heard of these was this morning (collateral 
jsrbcess Is done at a Legal entity level - when differences become big enough they reach out to MO & VCG). MO are checking 
ail bookings and flows, with the desk and VCG (Jason Hughes/Ed KastI) are checking marks. We are also trying to get some 
granuiarlty by product 


I'll forward you a note from the collateral guys. 

This table shows differences by cpty and the Gross Absolute PV across all outstanding trades with each cpty 


CP 

Sum of ABS 
(Local) 

Sum of 

MTM_DIFF 

BBVASA 

856,948 

-141,471 

BNPP 

1.427,575,108 

17,698,254 

BOA 

3,135,860,802 

72.455,626 

BPLC 

1,078.123,886 

-427.385 
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CA 

28,737,306 

2,032,294 

7% 

CGML 

49,01 9.323 

-667,742 

-1% 

CITt 

4,417,744,863 

60,630,170 

1% 

CSl 

421,675,999 

27,289,077 

6% 

CSX 

474,311,803 

15,227,896 

3% 

DBKAG 

3,080,139.893 

56,005,118 

2% 

GSi 

4,701.978,454 

89,576,979 

2% 

HSBCEU 

100,908,403 

121,569 

0% 

HSBCUS 

35.801,766 

6,027,808 

17% 

MU 

6,244,692 

-156,884 

-3% 

MSCS 

4,124,528,028 

114,910,670 

3% 

MSIL 

222,395,628 

1 ,724,699 

1% 

NOMURAiP 

258,811,944 

-2,974,037 

-1% 

RBSPLC 

81,168,415 

-2,667.779 

-3% 

SGCiB 

3,004,157,922 

16,658.449 

1% 

UBSAG 

2,576,649,497 

46,660,667 

2% 

Grand Total 

29,226,690,681 

519.983.977 

2% 


From; Goidman, Irvin J 

iSent: Friday, April 20, 2012 11:00 AM 

Jo; Lewis, Phi! 

Sul^ect; FW: Collateral Disputes 
iPlease let me know. 


, -----Original Message 

From-: Hogan, John J. 

Sent; Friday, April 20, 2012 10:22 AM Eastern Standard Time 
To; Goldman, Irvin J; Wetland, Peter 
Subject: Collateral Disputes 


Are you having any in the tranche (or index) positions? 


ConfidsntM Trestment RequwM 
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From’ Britton, William <William.Britton@)inorganstanley.com> on behalf of portrec ny 
' <Portrec_Ny@imorganstanley.com> 

>ent: Fri, 20 Apr 2012 19:34:20 GMT 

To: Vaz, Daniel X <daniel.x.va 2 (a)jpmorgan.com>; portrecny <portrecny(a)morganst3nley.com> 

CC: Port Rees <port_recs(a)restricted,chase.com>; Coll ICS <coll.ics(a)jpmchase.com> 

Subject: RE: CIO vs Swaps Dealer Desk - MSCS vs JPMC 


Daniel, 

We completed our initial analysis and it shows two different prices used depending if the tranche is done through the CIO 
desk vs the JPM dealer desk. We have significant MTM breaks on positions facing the CIO trades whereas trades facing you 
dealer desk are very much in-line. We have initially looked through ail iTraxx 7 and iTraxx 9 Series tranche positions and the 
associated index delta. Can you please have your risk group advise on this issue? 


Thank you 


William Britton 

Morgan Stanley } ISG Operations 

1221 Ave of the Americas, 28lh Floor \ New York, NY 10020 
Phone: +1 212 762-5670 exl. 53B8 
William.Britton@mQrQanstan)ev.com 


From; Vaz, Daniel X [mailto:daniel.x.vaz@jpmorgan.coml 
•'ent: Friday, April 20, 2012 10:14 AM 
j: portrec ny; portrecny 
Cc: Port Rees; Col! ICS 

Subject: RE: QO vs Swaps Dealer Desk - MSCS vs JPMC 

Apologies for the delay Katie. I have sent a follow up email today. Will keep you posted. 
Regards, 


Daniel Vaz | Collateral Management i Investment Bank | J.P. Morgan i T: +91 22 612 60408 | daniei.x.vaziSsiDmorQan.oom j jpmorgan.com ] 
Collateral Group Mailbox t coii.ics@iDmchase.cQm 

First Escalation Contact; Sneha Gupta i sneha.x.QUDta^iDmorQan.com 1 +91-80 66763S49 

Second Escalation Contact Saurabh Sharma I saurabh.x.sharma@iDmorQan.com | +91-80 66763162 


From: Britton, William [mailto:William.Brrtton@morganstaf^leY.coin] On Behalf Of portrec ny 
Sent: Thursday, April 19, 2012 2:14 PM 
To: Vaz, Daniel X; portrec ny; portrecny 
Cc: Port Rees; Coll ICS 

Subject: RE: CIO vs Swaps Dealer Desk - MSCS vs IPMC 
Daniel, 


Can you provide us with an update? 


Thank you 


om: Vaz, Daniel X fmailto:daniei.x.vaz@lpmort]an.cxml 
jent: Wednesday, April 18, 2012 2:11 PM 
To: portrec ny; portrecny 
Cc: Port Rees; Coll ICS 

CoRTtdential Treatment Requeued 
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Subject: RE: CIO vs Swaps Dealer Desk - MSCS vs JPMC 
Katie, 

We are checking with our MO. We will update you as soon as we hear from them. 
Regards, 


Daniel Vaz ] Collateral Management | Investment Bank [ J.P. Morgan j T: +91 22 612 60408 | daniei.x.vaziBlpmorQan.com t jpmorgan.com ! 
Collateral Group Mailbox | mll.ics@1pmchase.cQm 

First Escalation Contact: Sneha Gupta ! sneha.x.QUDta@iprr>QrQan.com | +91-80 66763549 

Second Escalation Contact Saurabh sfiarma | saurabh.x.sharma@iDmorQan.com j +91-80 66763162 


From: S<±midt, Katie f mailto:C.Srlimidt@morqanstanlev.coTn 1 On Behalf Of portrec ny 
Sent: Wednesday, April 18, 2012 1:11 PM 
To: Vaz, Daniel X; portrec ny; portrecny 
Cc: Port Rees; Coil ICS 

Subject; RE; CIO vs Swaps Dealer Desk - MSCS vs JPMC 


Hi, 


Can you also please confirm if there a single price used regardless of the desk itis booked on? MS uses one curve for front 
office risk and collateral purposes regardless of which desk owns the positions. 


Thanks 

Katie 


Jm: Vaz, Daniel X [mailto:daniel.x.vaz@lDmorqan.03m j 
Sent; Wednesday, April 18, 2012 12:07 PM 
To: portrec ny; portrecny 
Cc; Port Rees; Coll ICS 

Subject: RE: QO vs Swaps Dealer Desk - MSCS vs JPMC 
Hi Katie, 

Tm on a business trip & hence my Mumbai number is not reachable. In case of any urgent query, please call the MSCS rec owner Isha 
Saraiya at +912261260404. 

Wl JPM references beginning with "44" would be booked by the QO desk. 

Regards. 


Daniel Vaz | Collateral Management t Investment Bank j J.P. Morgan | T: +91 22 612 60408 1 daniel.x.vaz@tDmQrQan.com 1 jpmorgan.com 1 
Collateral Group Mailbox ! CQii.lcs@lDmchase.com 

First Escalation Contact ' Sneha Gupta i 5neha.x.ouDta@iDmorQan.(nm ! +91-80 66763549 
Second Escalation Contact Saurabh Sharma | saurabh.x.sharma@iDmorQan.com | +91-80 66753162 


From: Schmidt, Katie [m3iito:C.Sdimldt@morgan5t3nlev.com] On Behalf Of portrec ny 
Sent: Wednesday, April 18, 2012 11:58 AM 
To: Vaz, Daniel X; portrecny 
Cc; Port Rees; Coll ICS 

Subject: QO vs Swaps Dealer Desk - MSCS vs JPMC 
Hi Daniel, 


.ried calling you but couldn't get through, is it possible to differentiate between the deals done on the Swaps Dealer Desk vs 
the CIO desk for iTraxx Europe Series 9 tranches? I've noticed there are some different trade reference formats on the JP trade 
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IDS. Is that one way to do so? 


Thanks 

Katie 


Katie Schmidt 

Morgan Stanley { Operations 

1221 Ave of the Americas, 28th Floor ) New York, NY 10020 
Phone: +1 212 762-68S8 
Fajc +1 646 403-9631 
C.Schmidt@moraanstanlev 


NOTICE: Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the 
meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consurow ProtecBon Act If you have received this communication in arror, piease destroy all 
electronic and paper copies and notify the sender immediately. Mislransmission is not handed to waive confidentiality or priviisge. Moigan Stanley reser/es the right, to 
ine extent permitted under applicable iaw. to monitor electronic communications. This massage is sut^ecl to terms available at the following link. 

htSO.’./Mrwvv.rnoraanstaniev com/disclaimers . If you cannot access thase Hnks, please notify us by reply message and we will send the conlents to you. By messaging with 
Morgen Stanley you consent to ihe foregoing 

This email is confidential and-subject to- important disclaimers-and- conditions including” on offers for the purchase or 
sale of securities, accuracy and completeness of information, viruses, confidentiality, legal privilege, and legal entity 
disclaimers, available at http://v?ww,ipmorgan.CQm/pages/disclosures/email . 


NiuTIGE: Morgan Stanley is not acting as a cnuricipal advisor and the opniions or views contained haran are not intended to be. and do not constitutB, advice within the 
meaning of Section 975 of the Dodd-Frank Wail Street Reform and Consumw Protection Act. If you have received this communication in error, please destroy all 
electronic and paper copias and noli^ the sender immediately Mislrensmis.sion is not Nilended to waive confidentiality or privilege. Morgan Stanley reserves the right, to 
the extent permitted under applicable law, to monito.- electronic communications. This message is subject to te.mns available at liie following link: 
hltD.//w\vw ,moroans!anievcom/disclsim9rs . If you cannot atasss these links, please notify us by reply message and we will send the oonlents to you. By messaging with 
Morgan Stanley you consent to the foregoing 


This email is confidential and subject to important disclaimers and conditions including on offers for the purchase or 
sale of securities, accuracy and completeness of information, viruses, confidentiality, legal privilege, and legal entity 
disclaimers, available at http://wv/w.jpmQrgan.com/pages/disclosures/email . 


NOTICE; Morgan SlaNey is not acting as a municibB' advisor and the o^niorw or views cor^tained herein ate not intended to be. end do nol constitute, advice within the 
meaning of Saclion S75 of tha Dodd-Frank Wall Street Refwm ar*d Consumer Protection Act. If you have received this communication in error, please destroy all 
electronic and paper copiss and notify the sender imrnediat^y Mistransmission is not Intended to waive confidentiality or priviiega. Morgan Stanley reserves the right, to 
the extent permitted under applicable iaw, to rnonitor efectrwric communications. This message is subject to tefms available et the following link: 
h.tlD./fBww.mora8rslanlev-Com/di8ciaimers If you cannot access these links, please notiV us by reftiy message and we will send the conlents to you. By messaging with 
Morgan Stanley you consent to the foisgoing. 


This email is confidential and subject to important disclaimers and conditions including on offers for the purchase or 
sale of securities, accuracy and completeness of information, viruses, confidentiality, legal privilege, and legal entity 
disclaimers, available at http://www.jpmorgan.com/pages/disclosures/email. 


NOTICE: Morgan Stanley Is not sating as a municipal advisor and the opinions w views contained herein are no! intended to be, and do not constitute, advice within the 
meaning of Section 975 of Ihe Dodd-Frank Wait Street Retom and Consumef Protection Act. if you have received this comnii.iiiication In error, please destroy a(! 
electronic and paper copies and notify the sender immediately Mistransmission is not intended to waive confidentiality or privilege Morgen Stanley reserves the right, to 
the extent permitted under applicable law, to monitor electronic communications. This message is subject to terms avsilabte at the following link: 
http.-fhwnw mor aanstanlev com/disclaimets If you cenrtot access these links, please notify us by reply rrtessage and we will send the contents to you. By messaging with 
Morgan Stanley you consent lo the foregoing. 
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This memo summarizes the Firm's reviewof the valuation of its CIO EMEA credit portfolio in 
light of the current market conditions and dislocation that occurred in April 2012. 

I. Background 

The CIO EMEA credit portfolio is made upof Investment and Core Credit po^tfolios^ The 
investment portfolio consists of available-for-sale investment securities, while the Core 
Credit Portfolio primarily consists of synthetic credit positions *- credit derivative positions 
on various credit indices and tranches of those indices (the index and tranche credit 
derivatives portfolio). These synthetic positions were entered into to manage the market 
value deterioration In a potential stress scenario associated with investment securities held 
in the available-for-sale portfolio; the positions have changed over time depending on the 
Firm's view of credit risk. 

CIO has a substantial presence In the financial markets, and the breadth and depth of its 
activity has generally given CIO a good sense of the market, with strong market contacts and 
market intelligence. In particular In these credit products, CIO executed a significant volume 
in the market and therefore had deep access to market pricing and color. 

During January, February and through the first few weeks of March, CIO was buying, to add 
to existing positions, the risk of (i.e. selling credit protection) the following indices and 
tranches to reduce the short high yield credit risk position in the portfolio: 

• CDX Investment Grade North America Series 9, 10 year and 7 year. 

• ITraxx Main Series 9, 10 year and 7 year. 

In addition, on April 6, the business press began reporting on certain of these positions, 
providing other market participants with some level of information regarding the Firm's 
positions and activity. 


^ C!0 also has a North America credit portfolio, but that portfolio does not include synthetic credit positions and 
therefore is not subject to this review. 
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In ApriP, market activity and market prices for these credit derivatives changed significantly 
and a number of unusual trends were observed, including; 

• The difference between cost of protection on investment grade indices and high 
yield indices in Europe and North America reduced significantly. 

• The difference between cost of protection on short dated risk and long dated risk in 
a number of indices increased significantly. For a number of indices the cost of 
protection on the index moved inconsistently with the prices of protection on 
various tranches of the index. For example, for the iTRaxx Main Series 9 10 year 
during April: 

o Spread moves for the Index itself implied some increase in losses due to 
increased correlatfon within the index, 
o Price moves in the super senior tranche implied losses due to very much 
larger increases in correlation within the index, 
o Price moves in the more junior tranches implied limited increases in 
correlation. 

^These trends began to emerge in late March, but developed and became much more 
significant in April. 

These changes have been unusual compared tothe historical relationship between 
investment grade and high yield indices, as well as the relationship between index and 
tranche exposures. Due to the complexity and the size of the Firm's positions, the effect of 
these changes, in conjunction with other market factors, on the estimated fair value of the 
Firm's positions has been significantly negative during April. As noted throughout this 
memo, relatively small variabons in price can have a relatively large impact on the estimated 
fair value of the entire portfolio, given the size of the Firm's positions. 

Size of Position Data 

The following table provides the absolute notional amounts (in USD) of these positions at 
various dates. 

Table 1: Notional amount of CIO positions 


31-09C J 1 21.Jan-ia - '. 2a-P e& .l 2 


Nolioml(») 
iTRAXXMN 
CDXIG 
COXHY 
ITRAXX XO 
ITRAXX PNSUB 
CDXUCDX 
ITRAXX FlNSeN 
SOW WE 
Toal 


63.877.901,370 

(15,328.527,539) 

8.123.572.169 

(5,207.601,000) 

(2.32<.530,O0Ci 

1.856.414.B06 


76.235.846.930 

(8.446,686.524) 

4.810.808,419 

(4,371^39.000) 

(2.191,630.0001 

1.B26.B51.611 

(79.910000) 


97.848.010,020 

6.220,451.026 

(1.016.924,933) 

(7.017.111,000) 

(3.079,320.000; 

1.796.888.575 

(140.700.000) 


30-Ma f-12 
116,982,003,490 
54,767,007 ,520 
(7,739,557.433) 
(3,655:909,500) 
{2.112,043,0001 

1.796.888.575 

73.150.000 

46.665.000 


118.505,911,601 

56.054,146,920 

(7.557.874.933) 

(8.736.455,500) 

(2,080.280,000) 

1,796,008.575 

100.706,250 

46.665.000 


5 0.997. 179.286 W7M.741.43S 94.611.293.686 156.944,227.652 150,129,707,994 
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Table 2: CIO's share of market volume 

The following table compares the absolute notional amount of CIO's transactions in selected 
indices and to the absolute notional of street-wide transactions, in order to provide a sense 
of the relative size of CIO's activity in the market for the first four months of 2012. This data, 
as well as simitar data from 2011, demonstrates two key points: 1) prior to late March 2012, 
CIO was a substantial participant in these credit markets, and 2} even without CIO's 
involvement (throughout these periods and in April after CIO substantially reduced its 
activity), the remaining street volume was substantial. 


ITR^OOC SERIES 9 7Y 


Month 

C !0 Notional Traded 

Street Volume 

C10% 

Jan-12 

$ 

993.000.000 

$ 6.181,250,000 

16% 

Feb-12 


4.751.750.000 

9.754,250,000 

49% 

Mar-12 


775.000,000 

3,325.375.000 

9% 

Apr-1 2 


487,500.000 

5.004,150,000 

10% 

Total 

$ 

7.007.250,000 

$ 29,265.025,000 


ITRAXX EUROPE SERIES 9 10Y 



Month 

CIONotional Traded 

StreetVolu.me 

CIO % 

Jan-12 

$ 

11.769,250,000 

$ 26,758,710.300 

44% 

Feb-12 


7,244.900,000 

15,205,250,000 

48% 

Mar-12 


6.601,250,000 

13,806,250.000 

48% 

Apr-12 


338.750,000 

5.570,925.000 

6% 

Total 

$ 

25.954.150.000 

$ 61,341.135.300 


ITRAWEUROPE SERIES 16 5Y 



: Month 

G.IO Notional Traded 

StreetVolume. . • 

CIO% 

Jan-12 

$ 

26.440.500.000 

$ 206.771,511,713 

13% 

Feb-12 


36.359.500.000 

216.991.196,801 

17% 

Mar-12 


26.075.000.000 

199,058.170.509 

13% 

Apr-12 


25.000,000 

13.785.754,578 

0% 

Total 

$ 

88.900,000,000 

$ 636.606.633,601 


CDXNA!G,9 7Y 




Month 

CIQNoUbhal Traded 

■ StreetVolume 

C!0% , 

Jan'12 

$ 

7.091.500.000 

$ 55.936.345,841 

13% 

Feb-12 


8.387.000.000 

48.791,460,000 

17% 

Mar-12 


2,017,000.000 

41.738,540,328 

5% 

Apr-12 


256.000.000 

23.310,200.000 

1% 

Total 

$ 

17.751.500.000 

$ 169.776.546,169 


CDXNAIG.9 10Y 




Month 

CIO Notional Traded 

StreetVolume 

CiO% 

Jan-12 

I 

28,528,000.000 

$ 83.065,700,000 

34% 

Feb-12 


20,032.000.000 

48.049,133.456 

42% 

Mar- 12 


9,819,500.000 

72,016.977.456 

14% 

Apr- 12 


677.000,000 

31.722.763.000 

2% 

Total 

$ , 

59,056,500.000 

$ 234,854.573,912 



Note: April data extends to April 26, 2012. 
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Given the size of the Firm's portfolio and the nature of the positions, the portfolio is 
sensitive to small changes in credit spreads. At March 31, 2012, the sensitivity to a 1 basis 
point move in credit spreads across the investment grade and high yield spectrum was 
approximately {$84} million. Including {$134) million from long risk positions, offset by $50 
million from short risk positions. 

II. JPMorgan Chase Fair Value Measurement Policy 

General 

Fair value is the price to sell an asset or transfer a liability in the principal (or most 
advantageous) market for the asset or liability (an exit price). The sale or transfer assumes 
an orderly transaction between market participants. 

Data Sources and Adjustments 

Valuation techniques used to measure the fair value of an asset or liability maximize the use 
of observable inputs, that is, inputs that reflect the assumptions market participants would 
use in pricing the asset or liability developed based on market data obtained from 
independent sources. Valuations consider currentmarket conditions and available market 
information and will, therefore, represent a market-based, not firm-specific, measurement. 

Where available, quoted market prices are the principal reference point for establishing fair 
value. Market quotations may come from a variety of sources, but emphasis is given to 
executable quotes and actual market transactions (over indicative or similar non-binding 
price quotes), in certain circumstances valuation adjustments (such as liquidity adjustments) 
may be necessary to ensure that financial instruments are recorded at fair value. 

Bid ~ offer spread ond position size 

As further described in US GAAP Accounting Standards Codification Topic 820 Fair Value 
Measurement ("ASC 820"'}, the objective of a fair value measurement is to arrive at an 
appropriate exit price within the bid - offer spread, and ASC 820 notes that mid-market 
pricing may (but is not required to) be used as a practical expedient. 

820-10-35-36C "If an asset ora liability measured at fair value has a bid price and 
an ask price (for example, an input from a dealer market), the price within the 
bid-ask spread that is most representative of fair value in the circumstances shall 
be used to measure fair value regardless of where the input is categorized within 
the fair value hierarchy (that Is, Level 1, 2, or 3). The use of bid prices for asset 
positions and ask prices for liability positions is permitted but is not required," 

820-10-35-36D "ThisTopic does not preclude the use of mid-market pricing or 
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Other pricing conventions that are used by market participants as a practical 
expedient for fair value measurements within a bid-ask spread." 

Effective Q1 2012, size-based adjustments are explicitly not allowed for cash instruments 
held by a firm. However, US GAAP continues to permit size-based adjustments for 
derivatives portfolios if an election Is made to do so. Under its current business and risk 
management strategy, the Firm has not made such a portfolio election for this CIO portfolio, 
and so evaluates the value of its positions without specific conside radon of their overall size. 

Cut-off and Timing 

US GAAP is not prescriptive regarding market close and timing of valuation. As an 
operational matter, the Firm allows desks in different regions to mark their books as of the 
close in that region, and requires that these cut-off practices be applied consistently, 

Ilf. CIO Valuation Process 

Background 

CIO's valuation process reflects how and to whom CIO would exit positions by typically 
seeking price quotes from the dealers with whom CIO would most frequently transact and 
with whom CIO would seek to exit positions, rather than looking for more broad based 
consensus pricing from a wide variety of dealers not active in these credit markets. In that 
regard, CIO's valuab'on process is consistent with that of a non-dealer investor/manager. 

CIO necessarily uses judgment to identify the point within the bid-offer spread that best 
represents the level at which CIO reasonably believes it could exit its positions, considering 
available brokerquotes, market liquidity, recent price volatility and otherfactors. 

As noted below, CfO's evaluation of valuation adjustments has been based on market 
liquidity for the positions, rather than on the absolute size of CIO's positions. In the normal 
course of business, CIO will continue to review its valuation practices in light of its current 
risk management and exit strategies to ensure its valuation practices continue to represent 
CIO's estimate of exit price. 

Front Office Mark Process 

The main source of information for pricing comes from the Bloomberg messages (pricing 
runs distributed by the dealers). Where available the desk collects them for all indices and 
tranches. 
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Then depending on the product and availability of information the following processes are 
followed; 

• For index products: 

o "On the run" indices (le. most recent series, 5y point): as these are the 
most liquid instruments, the front office typically uses the dealer runs. 

o "Off the run" indices: Front office looks at bid-offer spreads, volumes, 

recent price changes and recent transaction data, and the front office mark 
is established at an appropriate price within the bid-offer. 

• For tranche products: 

o For liquid tranches: front office computes the best-bid/best-ask using the 
dealers’ runs - the tranche is then marked using the mid of this 'best' 
market. 

o For illiquid tranches: front office looks at bid-offer spreads, volumes, recent 
price changes, relevant index prices, and recent transaction data, and the 
front office mark ts established at an appropriate price within the bid-offer. 

Timing of Valuation 

CIO's valuation policy, consistent with the Firm's policy, is to value Its positions as of the 
close of business in the relevant region. Although the broker quotes CIO receives are 
generally consistent with that timing, other data sources may provide data using different 
timing, as follows: 


Source 

Timing 

Broker quotes 

As received 

Markit/Totem - NA indices and tranches 

New York close 

Markit/Totem - EMEA indices and tranches 

London close 

ICE - NA indices 

30 minutes before New York close 

ICE - EMEA indices 

30 minutes before London close 


VCG Independent Process 

VCG independently price tests the front office marks at each month end and determines 
necessary adjustments to arrive at fair value for the purposes of the US GAAP books and 
records. The remainder of this section describes this process. 

A. Pricing data sources 

CIO VCG obtains prices from third parties as follows: 

• Markit/Totem^-an independent service that provides prices for a wide range of 
products derived from the inputs provided by a number offinancial institutions. 

^ Markit and Totem are within the same group. Markit provides data the credit derivative indices, while Totem 
provides data for the tranche risk of those indices. 
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• Dealer Quotes - Prices from major broker dealers for specific indices and tranches 
ofthose indices. 

• VCG must approve the sources for all market prices and other parameters as being 
reliable and applicable. 

CIO VCG also looks to actual prices at which CIO has executed recent transactions as an 
additional source of market Information. 

The following is a list of the dealers CIO VCG obtains quotes from on a regular basts for 
indices and tranches in which they have a reasonable level of activity; 

• Citi • Goldman Sachs • Morgan Stanley 

• Deutsche Bank • JPMorgat>(IB) • BNP Paribas 

• Credit Suisse • Royal Bank of Scotland * Nomura 

• HSBC • Barclays * BofA/Merrili Lynch 


These dealer quotations are received from a standing solicitation for price estimates, for 
index and tranche positions. The number of dealer quotes received in any particular 
month generally ranges from 1-4, and is based primarily on which dealers choose to 
provide quotes that period. 

B. Deriving the best estimate of mid-market price (VCG mid-market price) for price testing , 
purposes 

Indices: 

. ♦ For the more liquid indices, typically the on the run indices, VCG utilizes Markit as its 
primary source for the CIO VCG mid-market price. VCG will also look to broker 
quotes, but generally finds there to be limited differences to Markit data, 

* For the less liquid indices, CIO VCG again uses Markit data as the primary source of 
independent data. However, given the reduced liquidity of these indices dealer 
quotes sourced by the front office are also used. Differences between the Markit 
data and the broker quotes are investigated, for example by reviewing actual levels 
of trading activity. The CIO VCG mid-market price is determined using the 
combination of the Markit data, broker quotes and actual trades executed by CIO, 

Tranches: 

• CIO VCG uses broker quotes as the primary source of data for determining the CIQ 
VCG mid market prices for the tranches positions. CIO VCG also obtains consensus 
prices from Totem from the Investment Bank^ (JPM IB). However, CIO VCG uses the 


^The Investment Bank obtains these as it contributes as a dealer to the Totem consensus prices. 
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broker quotes, with less reliance on TOTEM data, due to the Firm's experience that 
the tranches tend to be less liquid than the indices and for any given position, only 
2-3 dealers tend to be active in that tranche. Therefore, CIO VCG believes that the 
broker quote process is appropriately focused on the rriore active dealers for those 
tranches- This emphasis on broker quotes also reflects CIO's likely exit strategy, 
which is more likely to be with specific dealers active in these tranches. Where there 
are significant differences between broker quotes and TOTEM, CIO VCG will 
investigate the reasons for such differences,for example, by looking at the levels at 
which CIO has actually executed transactions, to validate the integrity of the broker 
quotes received. 

C. Estimating the range offair value utilizing price testing thresholds 

• Price testing thresholds are commonly used in valuation to account for reasonable 
degrees of variance between valuation data obtained from different sources. 

• These thresholds are generally established to represent normal bid-offer spreads for 
each product, with the goal of ensuring that the final mark used by the Firm is 
within the range of bid-offer spread after applying these thresholds. 

• Price testing thresholds may be determined on a variety of bases (e.g., volatility of 
parameter, market depth and liquidity and pricing service spreads). 

• CIO VCG is responsible for establishing the price testing thresholds used. 

The tolerance thresholds were consistent from 12/31/11 to 3/31/12. 

D, Determining a book price 

• The CIO VCG mid-market price plus/minus the price testing threshold set by CIO 
VCG per instrument (the VCG valuation range) is compared to the front office mark, 
if the front office mark is outside the VCG valuation range, the position mark is 
adjusted to the outer boundary of the range. Within the VCG valuation range front 
office marks may be used without adjustment. 

• Irrespective of threshold levels, any difference between front office mark and the 
mid-market price may be adjusted, at CIO VCG's discretion. 

• CIO VCG has not historically adjusted front office marks directly to Markit/Totem 
spreads/prices for the less liquid indices and tranches because: 

o Given its level of acbvity in the market, CIO has large amounts of specific 
transaction data that should be considered in determining fair value, 
o CIO has observed that broker quotes are indicative prices that are relevant 
to the valuation process, in addition to the consensus prices provided by 
MarkrtAofenn. 

■ Based on CIO experience, CIO believes that the broker quotes 
received bette r reflect executable prices, and therefore represent 
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important market data that should be given priority where 
available. 

■ CIO's experience is that not all dealers participating in the Totem 
process are active in the relevant products and that obtaining direct 
dealer quotes from the more active dealers fora particular product 
may better reflect executable prices. 

o Markit/Totem prices are based on quotes by market makers acbng in that 
capacity. CIO, like other non-dealer investors/managers, is not a market* 
maker and it does not contribute to the Markit/Totem service. Furthermore, 
in the case of Totem the resulting data is accessible only to market makers 
who contribute to that service. 

o CIO has observed that the business valuab'on cut-off time may differ from 
the data provided by Markit/Totem. The combination of intra-day price 
moves on the last day of the month and the difference between the time 
when Markit/Totem fixes and the time when CIO closes its books can result 
in pricing differences that while small from a price perspective, could be 
significant for such a large portfolio. 

• As additional analysis, CIO estimated that as of March 31, 2012, the sum total of the 
differences between the front office marks and the CIO VCG mid market estimates 
was $512 million before adjustment to the boundary of the VCG valuation range 
(considering price testing thresholds) and $495 million after adjustment. 

E. Apply necessary valuation adjustments 

• 00 applies valuation adjustments as appropriate for positions deemed to be less 
liquid. Generally, any on the run index (typically, the four most recent series) and 
associated tranches have been viewed to be liquid based on market activity, and 
appropriate front office and CIO VCG judgment. In addition, other indices and 
tranches continued to have sufficient market activity to be deemed liquid as of 
March 31, 2012 (for example, ITRAXX Main Series 9 indices and the CDX !G Series 9 
indices). 

• As of March 31, CIO recorded liquidity valuation adjustments of $188 million for the 
following; 

o High yield - series 11 and prior indices and tranches. 

o Investment grade - series 12 and prior, excluding series 9 index, 

■ CIO believes that the investment grade Series 9 index has generally 
traded similar to on the run positions because it is viewed as a 
market benchmark by investors. 

• The liquidity adjustments for the series 9 tranches (both high yield and investment 
grade) were recorded as of March 31, 2012 to reflect the decline in market liquidity 
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by the end of the first quarter. The incremental liquidity reserve of $155 million for 
series 9 investment grade tranches was applied for the first time at March 31 as a 
result of this decline in market activity. 

• The liquidity reserve was calculated using CIO's standard liquidity reserve 
methodology and using spread volatility provided by JPM IB. This volab'lity varies by 
position in the capital structure, and is highest for equity tranches and lowest for 
super senior tranches: = [CSOl] x square root [holding period] x [spread volatility 

o CSOl is the credit spread sensitivity to a 1 bps change in market spreads 
relative to position size 

o Holding period - JPM IB suggested max 120 days was used 
o 5pread volatility - provided by JPM IB; varies by position in the capital 
structure, and is highest for equity tranches and lowest for super senior 
tranches. 

• As of March 31 a liquidity valuation adjustment was not recorded for the CDX North 
America Investment Grade and Itraxx Main Series 9 indices as each was viewed to 
be liquid. As noted In Table 2 above, trading volume in the Series 9 index continued 
to be relatively robust, including through April, without CIO activity in the market, 
and the volume of market activity excluding CIO has been substantial. 

• Details of all adjustments taken to arrive at the fair value for US GAAP books and 
records are included in Appendix A. 

F, Comparison to Industry Practice 

The Firm believes that its valuation practices In CIO are consistent with Industry 
practices for other non-dealer investors/managers. CIO, like other non-dealer 
investors/managers, relies more heavily on transaction-level data available through its 
own market activity, and its valuation process reflects its exit market and the 
participants in that market. In the normal course, the Firm evaluates Its own business 
and risk management practices, and makes appropriate refinements to reflect its best 
estimates of fair value. 

G. Review of CIO Q1 pricing information 

• CIO analyzed its pricing data as compared to other available market sources and the 
results are included in Appendix B. 

• As of the January, February and March month ends CIO compared its front office 
marks and final US GAAP book price for reasonableness to a combination of the 
Markit/Totem data, broker quotes and actual transaction data around the month 
end date. 

• There was evidence that actual transactions and broker quotes diverged from 
Markit/Totem prices in some cases. 

• CIO book marks on individual positions were generally within the bid offerspread. 
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• As additional analysis, CIO estimated the aggregate difference in the front office 
marks and the CIO VCG mid-market estimates. This difference ($512 million), less 
the price testing threshold adjustment of $17mm and less the liquidity reserve of 
$188mm, was approximately $307 million as of March 31, 2012, compared to the 
gross value of derivative receivables and payables of approximately $8 billion. 

Conclusions 

• CIO believes that its marks as of March 31, 2012 represents CIO's estimate of its exit 
price as of that date. 

• in the context of its gross marks (approximately $8 billion of derivative receivables and 
$8 billion of derivative payables across CIO's portfolio), intra-day price volatility, and 
CIO's transaction data, CIO believes that it has made reasonable judgments regarding 
the prices within in the bid-offer spread that best represent CIO's exit price. 

• The CIO valuation process is documented and consistently followed period to period, 

• Market-based information and actual traded prices serve as the basis for the 
determination of fair value. 

• CIO's book value, including the valuation adjustments, at March 31 2012 for the index 
and tranche credit derivatives portfolio is within the range of reasonable fairvaiues for 
such instruments. 

We have shared this memo with PricewaterhouseCoopers; they concur with the conclusions 
reached herein. 
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Appendix A - March 31,. 2012 Position Marks 

The following table provides the notional amountandfair* values of the Firm's positions as of March 31, 
2012, including the following: $17 mm tolerance level adjustments, $33 mm liquidity adjustment, and 
$155 incremental liquidity adjustment. 

{Note; subsequent OO analysis noted that the required tolerarice adjustment should have been $12 miUion, but the following 
schedule provides detail of the original $17 miUion estimate.) 
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Appendix B - CIO Price Testing Data 

The following tables set out valuation estimates of various sources, as well as the final CIO price 

recorded books and records for the most significant positions within the portfolio. The table also 

includes notionals for the positions and whether CIO is long or short the risk of the index/tranche (i.e. 

whether it has sold or purchased credit protection respectively). 

The following observations were noted: 

• For all selected positions the front office marks were within the bid offer spread indicated by the 
broker quotes except for the iTraxx Main iDX S09 07Y. 

o This was a result of a front office data input error that was identified and adjusted by VCG to 
the outer boundary, in accordance with the VCG price testing protocol. (The value 
difference between the original front office mark and the intended mark was approximately 
$20 million, and the difference between the CIO book value and the intended mark was less 
than $15 million). 

• CIO VCG spreads/prices correspond to Markit/Totem data for the liquid indices and reflect the 
broker mids for illiquid indices and tranches. 

• There are a number of instances where the broker-mid spreads/prices diverge from the 
Markit/Totem data. 

• There are a number of instances where the CIO transaction data in appendix C show that actual 
traded spreads/prices diverge from Markit/Totem data in similar time periods. For example: iTraxx 
Main IDX Series 16 5 year at February month end, and CDX High Yield Series 10 ‘/year 10-15% 
tranche at January month-end. 

• Average traded prices In the few days surrounding month-end are directionally consistent with the 
point in the bid offer spread in which the positions have been marked by CiO, as shown by Appendix 
C. In general, the front office marks, subject to liquidity adjustments, used for CIO books and records 
reflect information derived from numerous data sources available to CIO front office, rather than 
relying solely on any one single factor. For example; 

o Recent transaction data {same-day and recent day actual trades) may in some cases be 
viewed to provide more relevant and reliable information regarding current exit prices (see 
additional observations below). 

o !n some cases, differences between CIO book values and other market information such as 
Totem/Markit are created because of timing differences between the close of CiO's books 
and the close of the Totem/Markit data (see additional observations below). 

• In certain cases, CIO executed trades on the last day of the month at a price that is different than 
Totem (and in several cases, was between the Totem value and the CIO book price). See table 
below for information as of March 31, 2012 (including average traded prices on March 30, 2012): 
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Avg. 



Totem 

CtO Books 

Traded 

CDX.NAHY 15-25% S1005Y 

92,607 

93.326 

93,125 

CDXNAHY 1 5-25% S1 1 05Y 

83.108 

83.685 

83.375 

CDX.NAHY 1DXS11 07Y 

101.250 

101.866 

101.750 

CDXNAIG 0-3% S09 10Y 

63.219 

62.869 

63.250 

iTraxxMain 0-3% S09 10Y 

66.202 

65.993 

66.313 

iTraxcMain IDXS09 07Y 

129 000 

122.657 

129.000 

jTraxcMain IDXS09 10Y 

149.000 

144.250 

149,000 


■ executed tranche reference trades, not stand-alone traded prices 


• The difference between the various data points (FO, Broker prices, and Totem) are relatively 
insignificant on a price basis, when evaluated in context of: 

o Daily price volatility - the following table shows that for most of the tested positions, the 
price difference between the Totem price and the CIO book price is less than the average 
daily price change during recent months. 

Average daily price change 

March price 

. . difference 


Totem -CIO 

Jan 

Feb 

•' Mar' 

• Abr 

CDX.IG Main Series 9 (7Yr) 

2.00 

2.85 

2.00 

1.98 

2. 06 

CDXIG Main Series 9 (lOYr) 

2.25 

2.67 

1,73 

2.00 

2,26 

CDXHY 100 Series 11 (7Yr) 

0.62 

0.35 

0.31 

0.29 

0.29 

CDXHY100 Series 14 (5Yr> 

0.25 

0.30 

0,30 

0.28 

0.28 

CDXHY 100 Series 15(5Yr) 

0.25 

0.30 

0.33 

0.32 

0,33 

iTraxxMain IDXS16 5Y 

1.88 

3.74 

3.22 

3.08 

4,05 

tTra»(.Main tDXS09 07Y 

6.34 

4,42 

3.29 

3.22 

4.31 

iTraxxMain IDXS09 10Y 

4.75 

4.24 

3.17 

3.54 

4.24 


o Intraday price volatility -the following table shows three representative series and the 
maximum, minimum and mean prices during the day on March 31. 2012. 



max 

min • 

mean 

variation % of mean 

CDXIG Series 18 5 Y 

CDXHYSeries 18 5Y . 

iTraxx.Main Series 17 5Y 

93.000 

97.188 

127.625 

90.750 

96.750 

122.750 

91.910 

96.950 

125.115 

2.250 2.4% 

0,438 0.5% 

4.875 3.9% 

Potential timing diffe rences • 

- CIO EMEA doses its books at the close of business in London, 


while some of the comparative market data is as of the close of business in New York. This 
timing difference may result in differences in reported prices. 

■ For example, the market price on March 31, 2012 at 4 pm London time for the CDX 
IG Series 18 5 year was 92.88, and the market price at 9 pm (NY close) was 91.25, a 
1.75% difference from the London close. 
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Appendix C - CIO Transaction Data 
The following tables set out the following: 

• 'SIZE (weekending)' - The average traded volume for the relevant week. 

* 'AV6 PRICE (week ending}' -The average price at which CIO executed its transactions during the 
relevant week. 

For relevant observations, please refer to appendix B, 
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IB VaR by ri^^pe: 







Fixed income 

40 

46 

55 

49 

87 

64 

Foreign exchange 

8 

9 

11 

11 

11 

10 

Equities 

21 

25 

22 

29 

23 

20 

Commodities & other 

11 


10 

13 

12 

20 

Diversification benefit to IB trading VaR 



(37) 

P8) 

(42) 

(42) 

IB Trading VaR 

■a 


HI 


HI 


CPG 







Diversification benefit to iB trading & CPG VaR 





■Eh 


Total IB trading & CPG VaR 

57 

78 

82 

83 

111 

EES 

Mortgage Banking VaR 

18 

20 

ia 

IB 

19 

24 

Chief investment Office (CIO) VaR 

52 

51 

55 

BO 

55 

72 

Diversification benefit to total other VaR 

@L_ 

(10) 

(131 

(14) 

(12) 

(14) 

Total other VaR 


HI 


10 



Diversification benefit to total IB and other VaR 


■n 





Total IB and other VaR 

98 

94 

86 

88 

■BSI 

■EO 
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From: Macris, Achilles O <achilles.o.inacris@jpmorgaacoiii> 
Sent: Sat, 05 May 2012 22;37;28 GMT 

To: Drew, Ina<InaDrew@jpmorgan.com> 

CC: Goldman, Irvin J <irvin.j.goidman@ipmchase.coin> 

Subject: per the last call; here are the facts; 


Hi tna, 

I am not sure if I understood this correctly on the last cal!: 

Jamie asked if the position was increased after you ordered to stop trading. 

i think that your instruction came on March 23 following the SAA meeting in the previous day in which Bruno 
presented the book. 

I have looked into this recently as 1 was briefly in Asia the following week; 

The week of March 26, the desk did some smaller final rebalancing trades. These trades were not long risk or 
involving the iG9 index. The delta was actually reduced through these transactions. Risk management was 
monitoring this process. 

in the prior week (March 19/ March 23} Javier and team increased the delta in the book. 

The increase was in their delegated authority and not in violation of any limit 

Per our previous call, the increase was not discussed with me or you or in any of our management forums. 

Actually, the result of these actions and the corresponding RWA increases, led me to call Venkat and ask for Olivier's 
help at that time. 

The explanation that Javier and Bruno are providing regarding the increased delta is in line with the stated objective 
to balance the book. 

Balancing and risk neutralizing the book, was exactly their instruction from both of us. 

The evidence now provided relating to the need to better balance the book (via the increased delta} is convincing, 
but very complicated. 

in my judgement the increased delta is not one of the main contributing factors for the poor performance of this 
book that deteriorated around the end of Ql. 1 have concerns that the increased delta created too much market 
awareness and further increased an already large concentration. 

These issues point to a bad judgement call on concentration and liquidity, as well as luck of escalation of a material 
change to the roadmap of balancing the book, t don't however think that beyond these important issues, there was a 
violation of any specific order or limit. 

I hope that this clarifies the issue. 

Thanks, 

Achilles 
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From: Grout, Mien G <julieii.g.grout@jpmchase.com> 

Sent; Thu, 22 Mar 2012 17:46:07 GMT 

To: CIO ESTIMATED P&L <CIO_CREDITJ?&L@pmchase.com> 

CC: CIO P&L Team <CIO_P&L_Team@jpmchase.coro> 

Subject: CIO Core Credit P&L Predict [22 Mar]: +$82k (diy) -$276,990k (ytd) 


Daily P&L; $82,141 
YTD P&L; -$276,990,321 

Daily P&L($) YTD P&L($) 

Europe Financials -6,597,360 -14,533,858 
Redacted By 

Permanent Subcommittee on Investigations 
Europe High Grade 25,839,314 124,436,937 


Redacted By 

Permanent Subcommittee on Investigations 


US Kgh Grade -82,388,848 409,065,325 


Redacted By 

Permanent Subcommittee on Investigations 


US HY & LCDX 94,962,354 -347,851,042 
Redacted By 

Permanent Subcommittee on Investigations 
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Redacted By 

Permanent Subcommittee on Investigations 


US ABX / TABX - 1 5 5 -2 1 ,008 

Redacted By 

Permane nt Subcommittee on Investigations 
New Investments -20,633,978 -461,330,052 
Redacted By 

Permanent Subcommittee on Investigations 


Dead Books (Core) -13 2,017 


Redacted By 

Permanent Subcommittee on Investigations 


Washbook/Costs 0 0 

Redacted By 

Permanent Subcommittee on Investigations 

Explanatory P&L (in $ 1000s): 

Name Total DirctnJ Tranche Cany IR N/T Adjust FX 


Redacted By 

Permanent Subcommittee on Investigations 


Close COD 

Redacted By 

Permanent Subcommittee on Investigations 
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Redacted By 

Permanent Subcommittee on Investigations 


Another day of weakness triggered by negative news from Chma overnight, a very poor set ofPMI in Europe. 
The market feels shaky here, with European financials, iTraxx-Xovo- and CDX.IG underperforming. 

Volatilities are higher by about +4pt across the board, but there was no flattening of index curves - some market 
players were actually marking curves a tad steeper, on the off the nm series (S9, IG9). No obvious theme in 
tranches today - equity tranches were steeper again, in Q)X.IG, but slightly flatter in iTraxx. 

The behaviour of the book was close to what happened yesterday - the book is making money thanks to the 
decompression trades in Europe and in the US (oiu shorts inCDX.HY, 814,15,16,17 widened), with gains 
estimated to $80M. Again, the book is getting hurt with losses in index forward spreads in S9 and IG9, and in 
tranches (weaker CDX.HY equity and mezzanine tranches, steepa- IG9 equity tranches). 

Today we sold protection in the following index: iTraxx.M^ (5.65B), iTraxx.Xover (300M), CDX.IG (3.95B) 
and FINSUB (lOOM). Beside providing carry, these trades should reduce the VaR, but increase the IRC. We are 
pausing in our sale of protection, to see what the overall impact on capital numbers is going to be. 

Again, a lot of prices are still being framed and we are providing our best estimate. 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CIO-E 00014691 





1526 


From: Hagan, Patrick S <patrick.s,hagan@jpmorgan.com> 
Sent: Mon, 02 Apr 2012 12:29:02 GMT 

To: Goldman, Irvin J <irvin,j.goIdman@jpmchase.com> 

Subject: RE; Final split? 


Irv: 

Thanks. ! sent him that instruction, so he can get on it 

I didn't mean to throw a spanner in the works, but we got nervous when our intuition about the CRM 

didn't match QR's modeling runs. I'm over here today with OHwer Vigneron, and we have some ideas about the source 

of the discrepancy, if not the magnitude. 

By the way, hanks for your help. 

Pat 


From: Goldman, Irvin J 
Sent: Monday, April 02, 2012 1:42 AM 
To; Hagan, Patrick S 
Subject: RE; Final split? 

Pat, 

There are two issues, 1) trying to understand the qr model is essential. 2) the firm ( finance) has to sign off on 
the rwa for the quarter on the split front office chose from a risk perspective. Which is the original second split. 
Which I explained in the previous email. I think it’s important for you to explain to Venkat and bmce broder 
that the additional analysis you seek is to understand the qr model not to come up with a new split which is no 
longer possible. 


— Original Message 

From: Hagan, Patrick S 

Sent; Sunday, April 01, 2012 08:32 PM Eastern Standard Time 
To; Goldman, Irvin J 
Subject: RE: Final split? 

Irv: 

Every way we look at the second split, the CRM should have come down by an esimated 10%. But it went up ... slightly 
on Mar 7 and then by 10%+ on Mar 21. This raises all sorts of red flags (ie, scares the heck out of me), since it means that 
we still only have a weak grasp of what is happening inside QR’s model. Which means that we're unsure of which new 
positions would help our CRM/iRC and which will not h^p, or worse that we may get clobbered by the CRM one month 
out of the blue 


From: Goldman, Irvin J 
Sent: Monday, April 02, 2012 1:16 AM 
To: Hagan, Patrick S 
Subject: RE: Finai split? 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CIO-E 00033939 




1527 


Pat, 

Hope you enjoyed your weekend. I think it's important for you to understand that was approved by ever 


Original Message 

From; Hagan, Patrick S 

Sent: Sunday, April 01, 2012 02:03 PM Eastem Standard 11106 
To: Broder, Bruce; Venkatakrishnan, CS; Grout, Julien G; Iksil, Bruno M 
Cc: Goldman, Irvin J; Wilmot, John; Marti n-Artryo, Javier X 
Subject: FW: Final split? 

Bruce: 

We sti!! do not have the results needed to make a decision. 

We did a first split with known results for March 7 and March 21. 

We did a second split, of which we expected a reduction of 12.5% IRC for both portfolios, with the CRM decreasing by a 
iesser amount The March 7 portfolio came back with a CRM at the same level. We are still waiting for the results to 
ensure that the IRC is 12.5% reduced from the first split. We am still waiting for the answer on this IRC. 

When the CRM for Mar 21 was calculated, it came back 40% higher than before. We do not understand this number. 
Since then we have tried several variations on portfolio 2, and got back growing CRM numbers. We have not been able 
to make sense of the CRM. l am still waiting on QR to ensure that the actual IRC is 12.5% lower. 

Pat 


From; Broder, Bruce 
Sent: 01 April 2012 17:06 

To; Hagan, Patrick S; Wilmot, John; Goldman, Irvin J; Venkatakrishnan, CS; Martin-Artajo, Javier X; Vigneron, Olivier X 
Subject: Pinal split? 

For perfect clarity, I am forwarding back what I understand has been selected as the final split. Please let me know if this 
is not the correct one. Otherwise, this is what weTI proceed with. 

Thanks, 

Bruce 


From: Hagan, Patrick S 

S^t: Wedne^ay, March 28, 2012 08:45 PM 

To: Bangia, Anil K; Broder, Bruce; Patel, Samir R 

Cc: Iksil, Bruno M; Grcxit, Julien G; Martin-Artajo, Javier X 

Subject: RE: 

These are the positions to be formed into the IRC books of COB Mar 7th and COB Mar 21. 
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Good night, 
Pat 


From: Bangia, Anii K 

Sent: Wednesday, March 28, 2012 10:56 PM 
To: Hagan, Patrick S 
Subject: RE; 

No problem. I will be around late. 


From: Hagan, Patrick S 

Sent; Wednesday, March 28, 2012 5:55 PM 

To: Bangia, Anii K 

Subject: RE: 

It's going to be a couple more hours before we can get you something trustworthy ... 


From: Bangia, Anil K 

Sent: Wednesday, March 28, 2012 10:54 PM 
To; Hagan, Patrick S 
Subject: RE; 

I don't understand. Can you elaborate please? 

Is this a computation issue on your side? Is this a matter of re-running the IRC split? 


From; Hagan, Patrick S 

Sent: Wednesday, March 28, 2012 4:59 PM 

To: Bangia, Anil K 

Subject: 

WeVe got to start over on the Mar 7 and Mar 21 positions ... there’s no way we can guarantee the correctness of what 
we're doing ... 

Patrick S. Hagan 
Chief Investment Office, 

J.P. Morgan 
100 Wood Street 
London EC2V 7AN 
United Kingdom 

+44 (0)20 7777 1563 
patrick.s.hagan@iDmorgan.com 
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From: Goldman, Irvin J <irvinJ.goldman@jpmchase.com> 

Sent: Mon, 16 Apr 2012 19:02:50 GMT 

j . Zubrow, Barry L <barry.l.zubrow(gijpmchase.a5m>; Hogan, John J. 

<JohnJ,Hogan@Jpmorg3n,corn>; Braunstein, Douglas <Douglas.Braunstein(gijpmorg3n.com> 
CC: Wiimpt, John <:JOHN,WILMOT(ajpmorgan.tpm>; Drew, Ina <Ina.Drew@jpmorgan.com> 

Subject: RE; Daily Risk Report 


Ail, 

Wanted to let you know that CIO is having a few hour posl mortem session tomorrow in which we will he discussing the 
strategy going forward. 

irv 


Promt Zubrow, Barry L 

Sent: Monday, April 16, 2012 1:58 PM 

To; Hogan, John J.; Witmot, John; Goldman, Irvin J 

Cc: Braunstein, Douglas 

Subject: RE: Daily Risk Report 

Can I suggest that you start oirculatirig something, ev^ if not "perfect". No doubt it will be a work in progress. 
You should also include progress on "tear ups" 

Barry 


Original Message 

From: Hogan, John J 

Sent: Monday, April 16, 201201:55 PM Eastern Standard Time 

To: Wilmot, John; Goldman, Irvin J 

Cc: Braunstein, Douglas; Zubrow, Barry L 

Subject: Daily Uisk Repent 


Jfihn/Irv, 

Aispa-t the daily risk report you guys aie putting togeAer, please Show us a section which outlines the cuiient trading strategy around risk 
rnanaging the position, both now and over the next few months. We'‘dlikelo see a glide path of how this risk is going to come down through the 
December maturity;. 

Thanks, 

John 
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VAK. METHODOLOGY 

PATRICK S. HAGAN AND KBITH STEPHAN 
CHIEF INVESTMENT OFFICE 
JP MORGAN 

PATRICK^.HAGANOJPMORGAH.COM 
KEITH.STEPHANO JPMORGAN .COM 

Abstract. We detail the VAR metbodology fw the CIO eore credit books. 

1. Overview. Our core credit books ^ composed of credit derivative swaps on broad based indices 
(GDIs) and credit derivative swaps on tranches of broad-based indices (CDOs). The value of our credit 
d^ivative positions is driven by two primary factors; 

i) the overall widening and tightening of the credit spread curves. This determines the future (market 
implied) expected loss rates of the index, and thus Uie forward expected default probability curves implied 
by the market; 

ii) actual defaults and default payments. 

There are two other, more tactical, factors: 

iii) steepening and flattening of the spread curves, which determines the market’s timing of the expected 
losses; and 

iv) the distribution of expected losses among the different tranches of the capita] structures. The market’s 
seeming preference for equity and junior tranches, or for the more senior tranches, r^stes to whether the 
market anticipates the index losses coming horn relatively rare scenarios in which many nams default, or 
from more Go mra op scenarios in which a few names default. Mathematically, this preference is quantified by 
the correlation. 

Finally, there are two secondary risks; 

(v) intoest rate risks. Like ail sw^, the value of future payments depends on the yield curve. Interest rates 
movements don’t directly effect the amounts paid in to and out of our core books. So this risk is secondary 
to the spread and correlation risks, although not particularly small; 

(vi) foreign exchange risks. Our core books own instruments denominated in Euros. As a dollar-based bank, 
we have risk to the Euro/USD exchange rate on any unhedged portion of our book. Like most businesses, 
the month-end value of the £uro-denominated deals is hedged every month, so we only have FX risk to the 
profit/ioss of the Euro-denominated instruments since the beginning of the current month. 

Our approach to spread and correlation risk is based on the full revaluation of our books under specified 
scenarios; it is not based on extrapolating from the Greeks (deltas, gammas, ...) of our position. We choose 
not to use Greeks, because they only pirovide an approoQinate revaluation of our books, and it may be difficult 
to convince others (and ourselves!) that we had incorporated all the significant risks. E.g., are curve-fiattener 
cross gamma terms, or default/delta cross terms negligible? Each such question could require a historical 
study to answer, but using full revaluations of our books renders all such questions moot. 

Interest rate movements don’t affect the amounts paid is to and out of the book. So, as detailed below, 
we calculate the additional VAR from interest rates from the PVOl of the book to ly, 2y, Sy, 5y, 7y, and 
lOy par swap rate shifts. Siiaiiarly, the PX VaR wiD be calculated from the value of the unhedged part of 
our Euro-denominated deals, which is generally the difference between the current value of these deals, and 
their value at the last month end. 

2. VAR. Our VAR will be based on tbe 264 scenarios determined by the daily market movements over 
the last calendar year. The daily market movements (spread changes, correlation changes, and defaults) will 
be applied to today’s market to get 264 possible scenarios for tomorrow's market. Out of these 264 one day 
scenarios, tbe average loss over the worst seven scenarios is our “99 VaR.” 

One way to view this procedure, is as a Monte Carlo simulation of possible one day PNL. Instead of 
using a theoretical distihution of spread and conelation moves, which could easily overlook subtle interac- 
tions between different market variables, we use an empirical distribution determined by the actual market 
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movements over the past year. The purpose of the histoiica] data, then, is to provide & bias-free sampling 
of the correct, empirical distribution. 

Let to be today, and consider a specific index A {e,g., CDX HY series 10). We strip the end-of-day price 
quotes for the CD swaps on inde* A to obtain tody’s survival curve hazard rate curve 

for this index: 

{2.1a) OboieC^) = = expected ftaction on index surviving at least to T; 

{2.1b) — hazard rate = rate of default at T, given survival untU T. 

Currently we use piecewise constant hazard rate h(T) in our stripping procedure, with the nodes corre- 
sponding to the maturity dates of the CD index sw^is used in the stripping procera. This ^ves us our base 
curve. 

For each date ti over the past year, we strip the market's CD swap quotes for that date t, to obtain the 
survival and hazard rate curves as seen at dale ti'. 

(2.2a) Q'''{tf;7') = ^ surviving to T, as seen at date tj; 

(2.2b) h‘*(ti\T) — hazard rate for date T as seen at date U 

(2.2c) '= rate of default at T, given survival from ti to T, as seen at date tj. 

Again, we find these survival and hazard rate curves by stripping the dosing marks for the CD swaps on 
series A, as recorded on ti. We use the same stripping procedure as before. 

For date tj, the market movement of index A’s survival curve is 

(-) 

Fbr the scenario, we use the hazard rate curve 
(2,3b) htm = {i + «-'(T)} = 

(2.3c) Q^(T) = =. 

for series A. That is, today's hazard rate curve is changed proportionately to the market movement on date 

U. 

For each tranch B (e.5., the CDX HY series 15. SY, O-IO tranch), let the attachment and detachment 
correlation be 

(2.te) 

using tody's EOD marks. Fbr each historical date ti, let 
(2.4b) . tf®*“(l|), 


be the EOD attachment and detachment correlation for the tranch. Then the one day market movement for 
date i is 


(2.5a) 

(2.5b) 


’ ' 

< e‘-^(t,) 
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For the scenario, we use the attachment and detachment coimlatioos 

(2.60) i3f ^ {i +-f""} •= 

(2.6b) /Jf" 

For the t*'* scenario, we will also apply any defaults tb^ occui on date U. 

For each of the last 264 business days £«, we will calculate the change to the current value of the core 
books under scenario i: 

(2.7) dV^"" = 

This provides the main risks of our books. Before we can find the worst seven outcomes and calculate the 
VAR99, we need to add the interest rate and FX components to the risk. 

2.1. Illiquid indices. Newly issued series do not have a year's history. Fbr these we use the spread 
shifts <5('(7'), correlation shifts, t'f and any defaults from the most similar series which is liquid 

on the historical date For example, the desk currently has potions In CDX IG S17 and CDX HY S17. 
These series started trading on 9/20/2011. Fbr historical dates between 3/20/2011 and 9/20/2011, we use 
the spread shifts (T) and coirelatioD shifts, from the then-current series CDX IG Sl6 and 

CDX HY Sl6 as proxies for the S17 spread and oorrelation changes. Before 3/20/2011 (which was the first 
date S16 traded), we used CDX IG S15 and CDX HY SIS as the proxy. 

The series in each family arc issued every six months. If the desk were to trade each series when issued, 
then there could be at most two proxy time series for each family. Currently the desk has positions in CDX 
IG series 16 and series 17, CDX HY series 16 and series 17, and Itraxx series 15 and series 16, all of which 
require proxy time series. 

In addition, the historical market movements for some inetnuneDts on some dates are missing or un- 
reliable due to market illiquidity. These too will be implied from the liquid market quotes at ti-Currentiy 
we investigate whether a market quote is a mis-mark when the rdrange in the one day spread, attachment 
correlaton, or detachment correlation exceeds 20%, 

(2.8.) j«j'(7')l>20%|, 

{2.8b) j,.,?'"'! > 209S| or > 20%j 

This figure was chosen because, after investigation, all changes of this sise have proven to be market mis- 
quotes. Currently, out of a sample of 7,200 curves (288 days with 40 curves per day), we have 182 curves 
with problematic entries that have been replaced with their liquid proxies. 


series 

oldest 

other 

total 

CDXIG 

11 

12 

23 

Itra»c Main 

14 

15 

29 

CDX HY 

59 

69 

118 

other 

1 

1 

2 

total 

85 

97 

182 


Of these problematic curves, 88 are in the very oldest series, CDX IG series 7, CDX HY series 7, and 1itb»c 
Main series 6. These series have the poorest liquidity, and their 3Y index swaps tend to have erratic prices 
because their very short maturity exacerbates market noise. Fbrtunately, we have very little exposure on 
these oldest swaps. 

3 
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2.4. VAR and VAR capital. We follow the above procedure to calculate the change to the current 
value of the book under each scenarios t generated from the previous 2$4 days. VAR-99 will be the average of 
these daily returns over the 7 worst scenarios. The coital will then be calculated as vIO.times this average 
to obtain the theoretical 10 day loss at the 99% conBdence level. Besides publishing our stand-alone VaR 
number, we will also publish the entire P/L vector along with the dates of the market shift. This will for 
our VAR result to be diversified against other LOBe. 

2.5. ELesults. The actual spread shifts and correlation shifts used fcjr all the series and tranches are 
in the attached workbook HistVaRShifUUsed.xla. The one day P/L outcomes for these scenarios are shown 
in the spreadsheet HisVarPNLVeinors in the workbook CIOCapiialResuitsS01}l_09_S0. The strategy- 
hy-strategy and position-by-position breakdown of the P/L for the worst seven scenarios is shown in the 
HuVarBreakdenm sheet in the same workbook. 

2.6. Critiques. The VAR obtained from these calculations is significantly higher than the desk's cur- 
rent VAR. This is because 

a) our VAR calculations incorporate correlation movements as well spread movements. Although this 
could decrease the lose oo any given day. including an extra source of variation generally raises the VAR; 

b) our full revaluation calculations incorporate gamma and crosa-gamroa effects (as well as all higher 
derivative). Again, this can decrease or increase the outcome on any given day, but negative gamma 
positions (end to be exacerbated oo the worst de^; 

c) survival curves generally flatten the most when they are steep, and steepen the most when they are 
flat. Our roethodobgy appli« the steepening/flatteoiDg ©qreriencad on one date U to another date 
without also accounting for the steepness or flknesa of the curve on date thwg - This tends to exagerate the 
influence curve steepening and flattening; 
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d} the desk’s VAR calculetioos arc based on rtreei ddtas, the deit&s quoted by market makers, which are 
often more temperate than the deltas obtained tbeoteticaOy. Our calculations are based on full revaluations, 
so they correspond to theoretical deltas; 

e) the survival curve and correlation shifts are obtained directly &om our closing marks. The data quality 
is good for liquid indices where we have large potions, since we have good coverage from market makers 
in these positions. For less liquid series, for aeries in which we don’t have a strong market presence, and for 
illiquid market days, the data quality is poorer. Agun, extra noise can decrease or incr^se the outcome on 
any given day, but in general, extra noise leads to lu^ier VAR. 

Over the next few months we mil be examining the market movement data, focussing on the worst days. 
By comparing pur data with data from other databases, we wilt gradually eliminate the errors in our market 
data. All replacement of market data from our initial data set will be fully documented and sourced, so as 
to maintain objectivity. 

All the above problems with our methodology generally lead to higher VAR, which is unsurprising since 
VAR can be considered as a measure of noise. Accordin^y, we believe that our VAR-99 calculation is 
decidedly conservative. 

Yield curve movements and changes In the FX rate do not dired^ly affect the physical payments into and 
out of our core books, so the value of our core credit position is nearly linear in the interest rate and FX 
risks. Accordingly, these secondary risks (interest rate and FX) are being calculated by matching the linear 
(delta) risks. This neglects second order risks: interest rate gamma, FX gamma, interest rate/spread cross 

gamma terms, We believe this is justified by the small size of the interest rate and FX risks, as well as 

by the near-linearity of the book values to these risks. 

Id developing this methodology, we diose to use relative spread and correlation changes, 

(2-12a) 

(2.12b) 

(2.12c) 

instead of absolute changes, 

(2!3a) hf(.T) = (.i.,(T)+ , 

(2.13b) /3f - «“■•“((<)} . 

(2.13c) 

Since neither the spreads nor the correlations must remain positive, we believe that using relative changes 
is theoretically sounder that usiog absolute changes. Also, the size of the relative changes seems to be the 
same regardless of the size of the spread itself. Fbr example, in the graphs below, the HY spreads are about 
four times larger than the IG spreads, but the relative changes are similar in size. Finally, using the relative 
correlation changes allows us to compare different models against each other. 


oO.att _ 

Pi - 






s 
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From: Drew, Ina <Ina.Drew@jpmorgaiLcom> 

Sent: Mon, 09 Jan 2012 23:05:23 GMT 

To: Wilmot, John <JOHN.WILMOT(^pinorgan.ccim> 

Subject: Re: CRM results for Q4 


Bc(^cd'by A* PeraaBCBt 
- SiibCOramlttce on InvcstigatlMS 


Its very important since if vre can spare some deleveraging {assuming we believe the risk profile. We pick up 100 
'250 mil in carry and more optionity. Even wfth vars stress, this qr outcome will bring the total away down. I want 
to gel a handle on H before they deleverage. 


From: Wilmrt, John 
To: Drew, Ina 

Sent: Mon Jan 09 18:W:17 2012 
Subject: RE: CRM results ftar Q4 


i don’t believe this Includes VaR and Stress VaR. My conversation with Pete this morning suggested v/e were 
coming about spot on for the RWA for this book{CRMwas a bit better, basically through higher diversification 
benefit, rrot risk reduction - but that was offset by higher stress VaR in December). ! will reconfirm with Pete. 


John C. Wiimot ) Chief Investment Office ( S jDhn.witmcit0]pn>ersan.< 


t S Work: (212) i B Celt:l 


From: Drew, Ina 

Sent Monday, January 09, 2012 5:55 PM 

To; Wilmot, John 

Subject: Fw: CRM results for Q4 


This baffles me. We put in 41 bil. We now look wrong on the tow side and on the high side. 


From: Drew, 

To: ’macris@ 

Sent: Mon Jan 09 17:26:13 2012 
Subject: Re: CRM results for Q4 

We may not need to deleverage as much but we sure belter pin down as you say to be certain 



From: 

To: Drew, Ina 

Sent: Mon Jan 09 17:13:43 2012 
5ubja:t: CRM results for Q4 

A benefidal result but it Is still "random". The real work needs to done to pin the number to knowable variables 

From: EnfieW, Keith [maitto:Keith.ErTfie[d@tjpmorgan.cBm] 

Sent* 09 January 2012 15:22 

To; Macrb, Achilles 0; macri5@to‘nternet.com 

Cci Giovannetti, Aiison C; Iteil, Bruno M; Hagan, Patricks; Martin-Aftajo, JavierX 
Subject: CRM results for Q4 

Achilies, 
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As mentioned, the Q4 CRM mode! output for CIO fs $ 26.4 bn compared to $ 41.5 bn in Q3, The firm is now 
combining CIO's results with the IB's so we are gettmg a divereification benefit which reduces the number 
further to $ 18,3 bn. 

Regards, 

Keith. 
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From; Iksi!, Bruno M <bruno.m.iksil@jpmch3se.com> 
Sent: Tue, 10 Jan 2012 19:37:05 GMT 

To: Stephan, Keith <keith.stephan@jpmorgan.com> 

Subject: RE: CRM resuits for Q4 


yes ! will show you tomorrow how the book has changed betweer) end of dec and now. 
i am much less short. 

1 need now the rwa marginals so that i can do the proper trades/ie trades less stupid than go long iike ai! of us, and Instead 
create tail upside while minimizing the rwa, no matter where the var sits, because the chance is that the higher my var the 
lower the aggregate var for whole cio. 


From: Stephan, Keith 
Sent; 10 January 2012 19:29 
To: Iksil, Bruno M 
Subject: FW: CRM results for Q4 


More on the same topic. 


From; Wetland, Peter 
Sent: 10 January 2012 19:26 
To; Martin-Artejo, Javier X 

Cc! Stephan, Keith; Giovannetti, Alison C; Wilmot, John; Hagan, Patrick S; Alexander, David M; Gandhi, Samir X 
Subject: FW: CRM results for 


Keith Stephan said you are waiting for some data from me on RWA, so I wanted to be sure that you saw the email 1 sent you 
yesterday (below). 

That said, I have tried to pull together a more organized and complete picture of the components of the tranche RWA for 4Q: 


The final actual RWA of $36.28 is at the top end of the range f estimated In November of $31.5-36.0B, which came from the 
component: 

VaR $3.5-5.08 
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Stress VaRS8.0-ll.0B 
CRM $20.0B (diversified) 

I'll discuss this Thursday at SAA, but there were two components that affected the final figure for4Q: 

- The artual diversification fartor (relative to IB) came to 31% rather than 25%, reducing CRM compared to estimate 

- VaR and stress VaR increased significantly in December increasing th(»e components compared to the estimate 

The December data and the trend in tranche VaR recently point toward increased RWA for IQ. We should discuss. 




- R^tedbythePerroaneot j 
Sabcommittceon Investigations I 


i continue to plug away with QR to try to bring our views and theirs Into alignment, and as I say below ! think there are 
important issues that QR needs to explain with respect to methodology. 


Pcaer WcilaixJ j J.PJ^organ | Chief luvcslmenl Office 1 270 Park Avt. j S Tcl:+1 212 834 5549 jS Cc!l:'+|| 


From: Weiiand, Peter 

Sent: Monday, January 09, 2012 12:38 PM 

To: Martin-Art^'o, Javier 'X 

Subject: RE: CRM results for Q4 

Thanks Javier. Happy 2012 to you. } look forward toseeing you early next month. 

The below Is very much in line with all the discussions we had toward the end of 2011, the only material difference being that 
the diversification factor used came to 31% instead of the 25% I had used to estimate (resulting in $1S.3B CRM RWA rather 
than the S20B 1 had estimated). The $26.4B standalone is pretty much where we were expecting It to land. 

! have been trying to get the dialogue going between Pat and QR on the topic of what Pat calls "re-centering" and what they 
call "de-meaning". This is the big methodological sticking point I think. I will talk to QR this week and get some conversations 
set up. ' 

Pete 

Peter Welland ! J.PXorgaa | Chief Imcstmem Office i 270 Pari: Ave. \ "SS Td: *\ 212 834 5549 IB Cell: 


From: Martln-Artajo, Javier X 

Sent Monday, January 09, 2012 11:50 AM 

To; Welland, Peter 

Subject: FW: CRM results for Q4 


Pete, 


Happy newyearfiret ofall , 

Can you give me more info regarding this below? 


regards 
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= Redacted by the Permanent 
Subcommittee on InvestigatioDs 


From: Enfieid, Kath 
Sent: 09 Janua^ 2012 15:22 
To: Maals, Achilles 0; 

Cc GtovanneW, Alison C; Iksil, ^no M; Hagan, Patridc S; Martin-Artajo, Javier X 
Subject CRM results for Q4. 

Achilles, 


As mentioned, the Q4 CRM model OLrtput for CIO is $ 26.4 bn compared to S 41.5 fan In Q3. The firm is now combining aCT s 
results with the IB's so we are getting a diversification benefit which reduces the number further to $ 18.3 bn. 


Regards, 

Keith. 
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« Redacted the Permanent 
SabcMsmittee oa Investigations 


From; Maoris, Achilles 0 <achilIes.o.macris@ipraorgan-com> 

Sent: Fri, 20 Jan 2012 14:49:17 GMT 

To: Drew, Ina <iiaDrew@jpinorgan.coni> 

Subject: VaR 


Hi Ina, 

Our VaR will be per below at morrth-end {$57m — or below) — however: 

Look at the new mode! for VAR . Firm down but mVAR for IB froni^Uimi|||HI|Thi5 wii! happen with 
capital hopefully End of Ql . 

Best, 

Achilles 


From; Lee, Janet X 

Sent: 20 January 2012 13:54 

To; Stephan, Keith; Goldman, Irvin J; WeiJand, Peter 

Cc: Martin-Artajo, Javier X; Maoris, Achilles 0; Kalimtgis, Evan 

Subject: RE; Breach of firm var 

For point 3, please see table attached for details of impact analysis on cob 01/18 using the.new model's results. 
The synthetic book's VaR drops from S98mm tp S53mm. Firmwide VaR will see a 29% reduction from Sl38mm 
to S98mm, back under the Sl2Smm limit CIO VaR will see a reduction of 44% to $57mm, back under the 
$95 mm limit. 




Current lOQmVaR 1 



FirmwWe 

137 961,472 


1 98,456.554 

98,456 

invBank Regional 

HHHH 


-IZD 

CIO 

. 102,385,406 

85,490,464 

57.183.430 

32.10S 

CIO International 

100,778.451 

82,272,976 

56,421,966 

28,199 

CIO EMEA 

100,328,172 

00.924,464 

55,936.163 

26,84? 

CIO CREDIT EMEA 

99,079,941 

78,319.448 

54,960,953 

24,071 

CIO GORE CREDIT 

97,176,584 - 

73.183,992 

53,110,655 

20,152 


Thanks, 


Janet Lee 

OiieflnvetDBent Office 
JPMoigasQiase 
Phone; +44 (C02O7 777 21T4 
EmaiL ij 


From: Stephan, Keith 

Sent: 20 January 2012 12:02 

To: Goldman, Irvin J; Weiland, Peter 

Cc: Martin-Artajo, Javier X; Maoris, Achilles 0; Kallmlgis, Evan 

Subject; FW: Breach of firm var 

Importance: High 
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Irv & Pete 

Below please find details of the VaR limit breach. The VaR increase is driven bv Core Credit (tranche) in EMEA. 
The VaR has increased steadily since the end of December as positions in CDX.HY on-the-run indices have been 
added to the portfolio to balance the book, which has been taken longer risk since the expiry of CDX.HY.ll 3Y 
positions which matured 21 Dec 2011. 

Key Points: 

1. The increase in VaR is tarieiy attributed to Increased short risk positions in CDX.HY indices - which we 
have discussed w/the desk and which were added specffically to reduce the outright long CSOl profile 
of the book (as we are additionally over the MtM CSOl limit and activeiy reducing this risk to move 
within the $5MM CSOl threshold) 

2. We are reviewing the details of the current VaR number and actively working with the desk to reduce 
the current VaR based on current marginals, while continuing to address the CSOl as above; N.B. the 
action taken thus far has further contributed to the Positive Stress benefit in the Credit Crisis (Large 
Flattening Sell-off) for this portfolio which has Inaeasedfrom +$1.4bio to +$1.6blo from 17-19 Jan. 

3. We are in late stages of model approval forfull revaluation which will have the effect reducing the 
standalone VaR for Core Credit from circa $96MM to approx $70MM - impact analysis on the marginal 
contribution to the Firm is ongoing and will be distributed later today. 

i expect that we will resolve through active risk management the breach of VaR limit using current method over 
the next two trading sessions, depending on liquidity. 

Furthermore, I believe that the process of model approval is nearing completion and that this will be 
implemented in the next l-2wks in production. 

My recommendation therefore is that we do not address, nor upsize the limit for CIO - but that we continue to 
work in partnership with the desk to manage to the current $95mm limit over the next two to three trading 
sessions - and that we discuss further with the model review group (MR6) today the schedule for completion of 
approval of the new model with a view toward implementation next week if possible. My team and I are 
disaggregating strategy level marginal VaR (reported daily) to the level of position / instrument level marginal 
VaR to provide the desk with precise list of actions that can be taken to most effectively reduce VaR while 
maintaining balance of other risk measures. This will be complete by mid-afternoon London time today. 

Evolution of Current VaR using production model: 
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The details of the drivers of the VaR increases, using current model for measurement are as follows; 
Janl8 to Jonl9 (from i94. 7mm to i9S.6mfn)-*S3.8inm move: 

1) +4mm from 15D - Increased HY14- HV16 short risk position by $1.075bn 


movg; 



1} Stg 150 Sl4mra (increased short risk positions across HY14*HY17 by S2.65bn] 

2) St| 18US Slmm 

3) Stg 270 $2mm (reduced long risk pos in HYIO 7Y ■* Price tightening in recent weeks meant 
that this position delivered positive offset ort worst days 

4) Note: 14 CD does have a net increase in X016 pos by $260mm but increase in MNIG long risk 
pos by $2.0bn more than offeets the var moves horn XO. 
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From: Goldman, Irvin J 

Sent: 20 January 2Q12 03:0B 

To: Stephan, Keith; Weiland, Peter 

Cc: Macris, Achilles 0; Mattin-Artajo, Javier X; Kalimtgis, Evan 

Subject Breach of firm var 

All, 

This is the third consecutive breach notice ( below) that has gone to Jamie and OC members. We need to 
get Ina specific answers to the cause of the breach, how it will be resolved and by when. She requested 
the answers today -Friday and would like Adiilles and Javier to vett the international credit 
explanations. 

Irv 


Fiimwide 9S% lOQ VaR 


' The Firm's 95% lOQ VaR as of cob 01/18/2012 has increased by $5mm from the prior day's VaR to 
$138mm and has breached the $125mm Firm VaR limit for the third consecutive day. 

• CIO's 95% lOQ VaR as of cob 01/18^012 has increased by $7mm from the prior day’s VaR to 
$102mm and has breached the $95mm CIO VaR limit for the third consecutive day. 

• The increase in the Firm’s VaR is primarily driven by an overall reduction in diversification benefit 
across the Firm and position changes in CIO and MSR. 

• Each LOB's contribution to the Finn's $138mm VaR (as shown bv marginal VaR) ag : IB 

CIO ($85mm 



lOQ Externally Disclosed VaR 

The below table shows the 95% lOQ VaR for the current quarter compared with the prior quarter and the 
corresponding quarter of prior year. 


Please contact the MRM External Reporting team wth any questions, 
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From: 

Sent: 

To: 

CC: 

Subject; 


Martin-Artajo, Javier X <javier.x,martin-artaJo@]pmorgan.com> 

Tue, 24 Jan 2012 10:44:33 GMT 

Welland, Peter <peter.weiland@jpmchase.com> 

Wilmot, John <JOHN.WILMOT@jpmorgan.com>; Goldman, Irvin J 
<irvin.j.goldman@jpmchase,com> 

RE: Credit book Decision Table - Scenario clarification 


‘ Redacted by tbe Permanent 
Ssbommittec on (nvcstigationi 


Sure . Let me know when it suits you 1 am available today in the afternoon . 


From; Weiland, Peter 
Sent: 23 January 2012 18:10 
To: Martin-Artajo, Javier X 
Cc: Wiimot, John; Goldman, Irvin J 

Subject: RE: Credit book Decision Table - Scenario darification 


Hi Javier- 


John, irv, and I spent some time reviewing your decision table this morning- Can we set up a time to discuss with you? And 
probably we should include Keith Stephan and Bruno? 


Thanks 


Pete 

Peter Weiiiind j J.P .Morgan '[ Chief Investment Oftlce [ 2T0 Park Ave. I S Tel: 4-1 212 834 554919 Cell: -*-l 
aetsr-asilaridi^pmQrgan^ia 


From: Martin>Artajo, Javier X 

Sent: Thursday, January 19, 2012 9:02 AM 

To: Drew, Ina; Wilmot, John 

Cc: Macris, Adiilles 0; Weiiand, Peter 

Subject: Credit book Decision Table - Scenario clarification 

Ina , 

as a follow up from yesterdays conversation regarding the tranche book i would like to further clarify the different scenarios 
and assumptions for each of them . 

The first scenario is the one discussed when you were in London an is a scenario that we reduce our book to the agreed 
target at year end 2012 of 20.S Bin but the current model used by QR remains . This would need the path of reduction to be to 
reduce the RWA using a strategy that postions the book for maximum carry and would have high trading costs and a higher 
risk profile so that we could have aiso a large drawdown . 

The second scenario or Central Scenario discussed with you and John Wilmot is a scenario that we meet the year end target 
by opportunistically reducing the necessary legs and optimization is used following the current QR model guidelines and 
assumes that we get a reduction on the cost of capita! using the new VAR . 

The third scenario is posible if we get the new model but we do not get diversification and we would reconsider . 
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The fourth scenario is our Target scenario and the one we are hoping to impiement again by midyear . 

Let me know if you want to further discuss . 

Best regards 

Javier 
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From: Drew, Ina <Ina.Drew@jpmoigan.com> 

Sent: Wed, 25 Jan 2012 21:36:46 GMT 

MRM Reporting <mrm,reporting@jpmchase.com>; Weiland, Peter 
<peter.wei!and@}pmchase.com>; Maoris^ Arfiilles 0 <achin w.Q.macris@jpmorganxom> 
Goldman, Irvin I <irvin.j.gddman@jpmchase.com>; Doyle, Robin A. 
<Robin.A.Doyle@chase,ctMn>; MRM Finnwide Reporting 
<MRM_Hnnv«de_Reporting(^pmor^.coni>; MRM CIO Europe 
<MRM_CIO_Europe@restrict«J.chase.com>; MRM CIO Asia 
<MRM_CIO_Asi^restricted.cbase.com>; Intraspect - LTMITS <Intraspect_-- 
_LIMITS@restricted.chase.com> 

Subject: RE; ACTION NEEDED: CIO Intemational-One-off Limits Approval 


approve 


From: MRM Reporting 

Sent; Wednesday, January 25, 2012 4:25 PM 
To: Weiland, Peterj Drew, Ina; Macris, Achilles 0 

Cc; Goldman, Irvin J; Doyle, Robin A.; MRM Reporting; MRM Finnwide Reporting; MRM OO Europe; MRM OO 
Asia; Intraspect - LIMITS 

Subject: ACTION NEEDED:CIO Intemational-One-off Limits Approval 
Pete/Ina/Achilles, 

This email is to request for your approval to temporarily increase the following CIO International Limits 
until January 31^. 2012. 


LOB 

Limit Type 

Current Limit 

Proposed One-OfT 
Limit 

CIO 

CIO - Inti - International - Aggiegaic 
- Total VaR 

SlOOmm 

$ 1 10mm 

CIO 

CIO -Int'l-lOO- Credit VAR 

$95mm 

■HI 

CIO 

CIO - Int'l - Agaregate - Credit VAR 

SlOOmm 

SllOmm 

CIO 

CIO - International - 1 OQ- Total 
VAR 

$95mm 

$1 10mm 


CIO 95% VaR has become elevated as CIO balances credit protection and management of its Basel III 
RWA. In so doing, CIO has increased its overall credit spread protection (the action taken thus far has 
further contributed to the positive stress benefit in the Credit Crisis (Large Flattening Sell-ofT) for this 
portfolio which has increased from +$].4bn to +$1.6bn) while increasing VaR during the breach period. 

Action has been taken to reduce the VaR and will continue. In addition, CIO has developed an 
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improved VaR model for synthetic credit and has been wcfflang with MRG to gain approval, which is 
expected to be imp! emented by the end of January. 

The impact of the new VaR model based on Jan. 18 data will be a reduction of CIO VaR by 44% to 
$57mm. 

If more infomiation is required, please let us know and we will arrange to provide further details. 
Upon receipt of your approval, the above proposed limits will be dTective immediately. 

If you approve of the above limit changes, please reply to all with your approval. Thank you. 
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From: Drew, Ina <Ina.Drew@jpmorgan.coin> 

Sent: Thu, 08 Mar 2012 19:16:27 GMT 

To: Maitjn-Aitajo, Javier X <javierjLmartin-artajo@jpinorgan.com> 

Maoris, Achilles 0 <acWlIes.o.inacris@jpmorgan.com>; Wiimot, John 
CC: <JOHN.WILMOT@jpmorgaii.coin>; Goldman, Irvin J <irvinj.go)dman@jpmchase.com>; 

Weil and, Peter <peter. weiland@jpmchase.com> 

Subject: Re: CIO CRM results 


Ok. Glad to see a fdrmai process started. Update us as things develop. Thanks. 


From: Martin-Artajo, Javier X 
To: Drew, Ina 

Cc: Macris, Achilles 0; Wnmot, John; Goldman, Irvin J; Welland, Peter 
Sent: Thu Mar 08 13:19:02 2012 . 

Subject: RE: QO CRM results 

Ina, 

they agree with us that we need to change both model and Inputs as discussed in our SAA session but we have 
to prioritize . 

So , this means that we will have closer numbers to the average CRM of the last three months so we will be 
somewhere below the aggreed number of 36 Bln for overall RWA { they will publish this tonight to us to have a 
sense of the improvement ) but not lower than 30 Billion until we agree on how the model should look to mod^ 
the actual CIO risk since it is significantly diffent from the IB . We are not going to do yet with the CRM RWA yet 
what we have done with the VAR that is to chaltertge the curr^t methodology and have the model changed . It 
would not be done by the end of the quarter for sure . 


regards 


From; Drew, Ina 
Sent: 08 March 2012 18:01 
To: Martin-Artajo, Javier X 

Cc: Macris, Achilles 0; Wiimot, Jc^in; Goldman, Indn J; Weiland, Peter 
Subject: Re: QO CRM results 

VWiat does It mean accept numbers for this month. What is the rwa result 


From: Martin-Artajo, Javier X 

To: Drew, Ina; Hogan, John J.; Venkatakrishnan, CS 

Cc: Macris, Achilles 0; Weiland, Peter; Goldman, Irvin J; Bacon, Ashley 
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Sent; TTiu Mar 08 12:53:01 2012 
Subject: QO CRM results 

fna , 

I just had a meeting with Venkat to agree on the next steps to reconcSe our differences regarding the OIM RWA 
in the following way : 

1. We are going to accept current CRM model and its parameters this month and therefore for Q1 and will 
work first on how does this model behave as it is . 

2. In order to calculate current CRM for all the correlation tranches risk and hedges that we have we are going to 
run our CIO portfolio with Venkat's team next week on a daily basis to make sure that we have a more 
systematic analysis behaviour of the model for our own portfolio and ojmpare the results with the previous 
result . 

So we wilt appoint Anil Bangia and Pat Hagan to work together on the Quantitative side and on the business 
side Bruno iksil will coordinate on our side with , 

We will compare results at the end of next week and wiR share the f>ew results . 


From: Drew, Ina 
Sent Oa March 2012 00:33 

To: Venkatakrishnsn, CS; Hogan, John J.; Baccwi, Ashley; GoWman, Irvin 3; Weiland, Peter 
Cc: Maois, Achilie 0; Marbn-Artajo, lavier X 
Subject Re: CIO CRM results 

I will discuss with Javier and Achilles lomorrcw to reconcile . Thank you for prioritizing. From what I understand 
there is a difference in view on the underlying model - posriton irtcrease aside. 


From; Venkataktishnan, CS 

To: Drew, Ina; Hogan, John J.; Bacon, ASifey; Goldman, Irvin 3; Weiland, Peter 
Sent: Wed Mar 07 19:12:25 2012 
Subject: Fw: QO CRM resuits 

ina. 

There are two related issues. The first is the $3bn increase in CRM RWA between Jan and Feb, from $3.1bn to 
$6.3bn. The second is that your group believes that the absolute level of CRM RWA we calculate was high to 
begin with In Jaa The second question requires us to explain our models to the satisfaction of your team. I am in 
London and spoke with Javier today and we will make this an urgent matter. 

Based on our models, though, we believe that the $3bn increase in RWA is entirely explained by a S33bn 
notional inaease in short protection (long risk) in your portfolio between Jan and Feb. See table below. 
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” Red»eted by the Permanent 
Subcommittee on InvestigatioBS 


Peter Weiisnd and yog r mtd-ofRce confirm this $33bn notional tncreasB in long index risk. Further we both agree 
that this position change results In a <iiange of about $150mm (a decrease} in 10%CSW. Per our models, a 
roughly 10% capital charge ($3 bn) on this $33bn increase In risk is reasonable. 

Also, to be dear, there has been no model change on our end; the change in RWA for tranches has hardly 
changed over the month. 


1 understand that we need to build your confidence In our models themselves but, given our models, we believe 
the increase in RWA is well explained by the build up In your risk positions. 

! will call you tomorrow from London to follow up, but you can reach me ^^||||||||||||||^^ 


Thanks, 

Venkat 


From: Bangia, Anil K 

Sent: Wedne^ay, March 07, 2012 06:35 PM 
To: Venkatakrishnan, CS 
Subjet^: CIO CRM results 


standalone CRM 

(SMM) Net NofionalOMM) Positwa Count 



Jan itth 


Jan fWi Peh 22nd PosHian 

Jan ISth 

Feb22n- 

Index CDS:AIIPcrsilion9 

2.043 

8224 


16.833 

is,ie 

Index COS: Common PosKiotts 

6St 

646 


15617 


Index CDS: Roloff PositiDre' 

4.037 


55.091 

1J18 


Index COS: New Positions 


9,578 

88,61S 33.527 


3.34 

Index Tranche: All PdsWons 

2.814 

2,818 


8.44$ 

7.7e 

Index Tranche: Common PosJiors 

1A72 

2.174 




Indor Tranche: RotofT Posidons* 

1,484 





lr>dec Trertche: New Poertions 


1.418 





• Indudea 421 Dummy PCM Trades ihatvaere rerrrcvad from PCM (ted (4COSI227 Index CDS/1 W Trenches) 
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Redacted by the Pcimancnt 
Subcommittee on Investigatioiis 


From: SurtanI, Lavine <Lavine.Surtanl@Jpmd>ase.com> 

Sent: Fri, 09 Mar 2012 21:51:16 

To: Hogan, John J. <John J.Hogan@jpmorgan.Gom> 

MRM Bctemal Reporting <MRM_Extemal_Reportjng@jpmchase.com>; Bacon, Ashley 
' <^ley.Bacon@jpmorgan.com>; Doyle, Robin A, <RobinJ\.Doyle@chase.com> 
.Subject: RE: Rrmwide VaR overlimlt 


Understood John. 
Regards, 

Lavine 


lavine Surtan! ) Corporate Market Risk Reportine | T: 212'270-1369 (midtown); 2l2-623-€S3S (downtown) | M:| 


From; Hc^an, John J. 

Sent Friday, March 09, 2012 4:46 PM 

To; Surtani, Lavine; Baom, A^ley; Doyle, Rc^n A.; GREEN, IAN; Waring, Mick; Weiland, Pet^ 

Cc MRM Vernal Repofttng 
Subject* RE; Rrmwide VaR overlimit 

Thanks— I think the memo should come from Ashley and be addressed to Jamie and me with an explanation of why It makes 
sense to increase. Thx, John 


From: Surtani, Lavine 

Sent Ffttay, March 09, 2012 4;43 PM 

To: Baa>n, Jtihley; Doyle, Robin A.; Hogan, John J.; GREEN, IAN; Waring, Mick; Weiland, Peter 
Cc MRM External Reporting 
Subject; RE: Rrmwide VaR overlimlt 


We will get the approvate ready for distribution on Monday unless notified otherwise. 


Regards, 


Lavine 


lavine Surtani | Corporate Market Risk Reporting } T; 212-270-1369 (midtown); 212-623-683S (downtown) j M; I 


From; Bacon, Ashley 
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Sent Friday, March 09, 2012 2:01 PM 

To5 Doyle, Robin A.; Hogan, John J.; GREEN, IAN; Waring, Mick; Weiland, Peter 

Ca Surtani, Lavine 

Subject: Re: RmwideVaRovwlfmit 

As discussed, I think that’s reasonable, and would not be surprised if we get there (or indeed go back to 110). I think seeing It 
moving over these ranges is not a cause for concern, but we will continue to look into the diversification swings as they 
happen. Thanks 


From: Doyle, Robin A. 

Sent: Friday, Man* 09, 2012 06:29 PM 

To: Bacon, ^ley; Hogan, John J.; GRKN, IAN; Waring, MWt; WeftarKl, Peter 

Cc: Surtani, Lavine 

Subject: Firmwlde VaR overiimit 

Ail, 


Spoke with John...he'd like to raise the limit incrementaliy-.so we arethinking about $150 to start. Can we work with this? if 
yes, Lavine and team will get a memo drafted for approvals. 


Let me know. 


Robin 


From: Bacon, Ashley 

Sent; Thursday, March 08, 2012 1:41 PM 

To: Hogan, Jotm J.; GREEN, IAN; Waring, Mick; Weiiand, Peter 

Ca Doyte, Robin A 

Subject: Rrmwide VaR cwerfimit 

John, calibrating a new VaR limit for the Firm requires us to take a view cm the % of their limit each LOB consumes, 
and how diversified the aggregate portfolio is in the VaR IcxA-back period. Ian created the table below covering this 
space. 

Firmwide diversification has feJlen to around 20 % partly on account of CIO buying some risk back in the MTM book 
and the IB getting longer of equity delta with less gamma. As always h is hard to pin down diversification changes 
wifi] a fuil and intuitive explanation. 

Recent average firmwide divenification has been more like 50%, Also CIO is contemplating a possible reduction in 
VaR limit to $70rail (factored in here, but not yet agreed). I would suggest we set a limit to accommodate 
diversification staying where it is with a 20 point increase in average utilization - so 5l75m{l. 

Ian, Mick, Pete, please jump in if you dtsagr^ 

Ashley 


Required Hmit $mm 

Assumed div score X 

% of LOB Hmit 

IS 18 20 25 

30 

40 50 55 

100 

213 205 200 1 88 


150 125 113 

95 

202 195 190 178 


143 119 107 

90 

191 185 150 169 

■ 

135 113 101 


Confidential Treatment Requested by J.P. Morgan & Co. 


JPM<C!0-PSi 0000379 



1556 


B5 

181 

174 

170 

159 


128 

106 

96 

SO 

170 

154 

160 

150 

WM 

120 

100 

90 

75 

159 

154 

150 

141 

H 

113 

94 

84 

70 

149 

144 

140 

131 


105 

88 

79 

65 

138 


130 

122 

114 

98 

81 

73 

60 

128 

123 

120 

113 

105 

90 

75 

68 

55 

117 

113 

110 

103 

96 

83 

69 

62 

53 

113 

109 

106 

99 

93 

80 


60 
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From; Iksil, Bruno M <bruno.m.iksil@]pmchase.com> 

Sent: Thu, 15 Mar 2012 18:45:25 GMT 

To: Martln-Artajo, Javier X <]avierj(.martin-artajo@ipmorgan.com> 

Subject: Update on core 


The divergence increases between crude mid prices and our estimate. Julien will send a small spreasheet 
recording the breadown of the divergence per blocks. 


The ig9 lOyrs lags another bp today. The hy market struggles to keep the rally pace with the spSOO. 

Rescap curve Is now flat at 65pts upfront. The equity tranches are fully impacted now. Yet the hy indices 
keep performing well. 

Since month end, despite rescap event and greece, xover in itraxx and hy In cdx have maintained their 
ratio versus ig rally. That is 4bps tighter for igl7, 5 bps for main sl6, 21 bps for xover and 20-25 bps for hy 
( If one adds the loss in rescap that is prices as certain now ie 75cts in price). In that regard, we keep the 
ig9 10 as performing like the market beta adjusted. 

The whole ig9 curve should have outperformed actually if we took at the performance of radian and mbia or 
sfi. This is reflected in the ig9 5yr that has tightened 10bps, but not in ig9 lOyr that has tightened less than 
1 bps by the quotes we receive. What is really puzzling here is that the skew quotes have not changed! The 
cds outperformance and index underperformance should have tightened the skew. 


We look at what we could do the reduce the difference while not growing the positions especially In lg9. 
The solutions are very limited : some main s9 trades could help, some hy trades too but the principal lag is 
where we do not want to add. 


What I do right now Is buying 0-3 7yr and lOyr in order to smooth the extinction of the book. This will be 
may be the solution : let the book run off. So I prepare it for this outcome. So far I did not show up in the 
index market. Just testing waters. I may not find size but the trading cost Is high, not only the bid ask but 
the almost Infinite ability of the dealers to twist their runs. 


Best regards 
Bruno 
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From: Martin-Artajo, Javier X <javier.x.martin-artajo@jpmorgan,com> 

Sent: Fri, 16 Mar 2012 11:59:31 GMT 

To: Iksil, Bruno M <bruno.m.jksil@jpmchase.com> 

Subject: RE: trade ideas on core 


Sorry Bruno about the previous call . Calling you now . 


From: Iksil, Bmno M 

Sent: 16 March 2012 06:42 

To: Martin-Artajo, Javier X 

Cc: Grout, Julien G; Hagan, Patrick S 

Subject: trade ideas on core 

1 thought this night that we should consider putting some skew trades on both in ig9 lOyr and itraxx mains9 lOyr ; 
we could lock 60cts over good size 1 think. 

This would maintain the upside on default, improve the carry and basically offset the loss we have now. 

As I mentionned yesterday, despite the rally In Radian, MBIA and SFl, despite the lag in the IG9 lOyr index, the skew has 
barely changed. 

It shows to me a puzzling obstination on dealer side to keep It like that. Because this cannot be the result of a HF holding the 
market on its own alone. 

This trade is not perfect of course but if the book goes in run-off mode as far as tranches are concerned, that is an interesting 
option. This money is obtained from a downgrade in the liquidity of the portfolio. Yet, it looks a much better option than 
collapsing or unwinding the trades with the street or any dealer or counterparty in block trades. 

The trades could be booked on a standalone basis from one cash quote, so this would be easy to mark ( with an increased 
issue here I agree). 

The liquidity Injection we would operate might also be favorable for us to reduce some tranche lines, especially the 0-3 lOyr 
in that regard. 

As a summary : 

Negatives 

- added dependency on dealers quotes 

- downgraded profile if the book remains a tail risk book in credit derivatives 
slight overload in operations due tothe single name booking 

- we may have to Increase RWA in the process first hand 
positives 

- we lock a PNLln form of carry forward that offsets the current unrealized ioss 

- does not alter the tail profile in terms of defaults upside 

- likely helps us reduce some remaining large positions once we have traded sizes on skew 

- once booked, very simpiy to mark and maintain. 

- allows us to pay the trading costs to set the book for run off mode 

, The real choice to make is whether the book should be on run-off mode, ie we lightly manage it with a long risk bias ; we 
would allow for P&L swings and we would Just prepare for default risk looking forward. To be sure, this is the case already but 
the book is not in run off mode. If the book steps in run-off, the skew trade would make sense because we would not plan to 
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unwind agressively as we did last year. 

Let me know 

Bruno 
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From: Macris, Adrilles 0 <achilles.amacris@pinD!gao.ccffn> 

Sent: Fn, 23 Mar20}2 10,43:S2 GMT 

To: Drew, Ina<Ina.Drew@jpinor^n.coiii> 

Subject: This is not “nonnaJ” 


]l‘s reaiy strange what is going oniiere. 

Javier and team here feel "surroundetTandblindsidedin tenns of methodology etc. 

! think that we will need to intervene and somehow mediate ftiis issue with the IB and insure the 
unbiased roie of Ashley and Risk management 

Let's please decide aid coordinate on our exact course of action, as this issue is really taking a 
worrisome direction that could be err>b»rassiog b the firm. 

CJearly, the IB knows our posftions as welt as the “chedcnriate" in terms of Capital frealmenL 
They will certainly like to settle with CIO and close their short position in !G. 

T he poaftve for CIO is that we are long tG whan the market Is moving fighter and lighter. We 
have the “righr posiBon on this. Therefore, if we could afford the RWA. time and gravity will be 
working in our favour. 

The negative for CIO remains the capita utffization and the unpradictabflity of the capital 
utilization. 

The problem with “settUng" with the IB and help clo»ng thar shorts, is that CIO will be 
subslantially short the market, post settlement- This is not where we ! would like us to be in the 
middle of this strong market. 

More in our meeting oh this. 

Best, 

Achilles 


From; Iksil, Bruno M 

Sent: 23 Mardi 2D12 09:37 

To: Mortin-Artaja, Javier X 

Subject: Ade will try to contact you on your mobile 

He has been approached by !Q guys who wanted to know in the detail . our position on 1G9. 
they were very specific. He will cafi you to give more colour. 
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From: Drew, lTia<Ina.Drew@jpfmorgan.coin> 

Sent: Thu, 05 Apr 2012 22:08:57 GMT 

To; Dimon, Jamie <jamie.diinon@ipmcha3e.coni> 

Subject: Re; CIO 


Ifyou are referring 10 the wind down in the ib credit exrtics book, it is separate. Achilles and I targeted die CIO 
tranche and derivative activity as a reducticHi item <I spedfied in fast bus review) due to the high rwa it draws under 
basic III, We have also had issues with QR that have made the rwa oidcome less predictable. However we are working 
with Ashley and Venkat to see IF both the ib and do positions could be moved out into the winters fund, 

I have been assessing the trade off between p 1 and rwa for the second quarter. I can go over all the technicals with you 
at any time. 1 wanted to this week but understood you were on vacation. 

Original Message 

From; Dimon, Jamie 

Sent: Thursday, April 05, 2012 06:00 PM 
To: Drew, Ina 
Subject: Re: CIO 

Ok. Send me some info. Also how does it relator not to our wind down<xedit exotics book? 

Original Message 

From; Drew, Ina 

Sent; Thursday, April 05, 2012 05:58 PM 

To; Dimon, Jamie; Zubrow, Barty L; Staley, Jcs; Cutler, Stephen M; Madin. Todd; Braunstein, Douglas; Erdo^ Mary 
^ Smith, Gordon; Petno, Douglas B.; Bisignano, Frank J; Hogan, John J.; Cavanagh, Mike 
Subject; CIO 

I want to update the operating committee on what is going on with the credit derivatives book in CIO especially given 
a wsJ article which will come out tomorrow. 

One of the activities in cio is a credit derivatives book which was built under Achilles in London at the time of the 
merger. The book has been extremely profitable for the company (circa 2.5 billion) over the last several years. Going 
into the crisis, we used the instrumentation to hedge mortgage risk and credit widening. Recently, in December, the 
book putperfoimed as it was positionned in for "jump" risk or default risk throughout the summer as a relatively 
inexpensive hedge for fallout from weak markets during the european crisis. The fourth quarter 400 million gain was 
the result of the unexpected arnerican airlines default. 

Post December as the macro scoiario was upgraded and our investment activities turned pro risk, the book was moved 
into a long position. Tbespedfic derivative index that was utilized has not performed fora number of reasons. In 
addition the position was not sized or managed very well Hedge funds that have the other side are actively and 
aggressively banling and are using the situation as a forum to attack us on the basis of violating the Volcker rule 

Having said that, we made mistakes here which J am in the process ctf working through. The drawdown thus far has 
been 500 mil dollars but nets to 350 rail since there are other non derivative positions in the same credit book. The 
earnings of the company were not affected inihefirst quarter since we realized gains out of ihe 8.5 billion of value 
built up in the securities book. 

John Hogan and his team have been very helpful. 1 wanted my partners to be aware of the situation and I will answer 
any specific questions at oc memday. 

Have a good holiday. 
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From: Iksii, Bruno M <bruno.m.iksi]@jpmchase.com> 

Sent: Sat, 07 Apr 2012 15:42:11 GMT 

To: Martin-Artajo, Javier X <javier.x.martln-artajo@jpmorgan.conn> 

Subject: Re; IMPORTArTT 


Totally agreed. Fundamentally they resist this because the whole business model in credit derivs becomes obsolete. Now you 
know that jpmorgan was the historical sponsor of this : self regulation, private markets, bilateral contract pure commercial 
rights, if they admit that the index is the reference, then it could and should be traded on an exchange, and the super-senior 
should trade like a bond. Then the banks lose 70pct of their pricing power through the whole credit world. 

From: Martin-Artajo, Javier X 
Sent: Saturday, April 07, 2012 03:23 PM 
To: Iksii, Bruno M 
Subject: Re: IMPORTANT 

This is really the problem that the hedgefunds have . They can not get out and they are blaming the indexes . I think that 
somebody needs to do some work on this in terms of liquidity because the volumes there as dismal and if it really gets out 
there that only the indexes trade then the whole Idea of fair value uls gone . This will tie up with my complain to QR about a 
bottoms up model that is not tradable . Only the indexes .... 

L'etime know if you agree ... 


From: Iksii, Bruno M 
Sent; Saturday, April 07, 2012 02:58 PM 
To; Martin-Artajo, Javier X 
Subject: Re; IMPORTANT 

The skew has always remained elevated since 2008 on ig9 and s9. The on the run skew is generally biased but comes back to 
z.er;o when the index gaps out. October and the crisis in europe has increased the counterparty risk and many european banks 
f^ie.'psfb, db, bnp, sg, barclays, ubs, rbs and smaller players like natixis or calyon exited the skew market. 

FroHi: Martin-Artajo, Javier X 
Sent; Saturday, April 07, 2012 02:36 PM 
To: Iksii, Bruno M 
Subject: Re: IMPORTANT 

Also , let’s discuss aboutthe single names . ! think that this is ali about these guys unable to get singkie names since October 
last year probably . 


From: Iksii, Bruno M 
Sent; Saturday, April 07, 2012 02:23 PM 
To: Martin-Artajo, Javier X 
Subject: Re; IMPORTAhTT 

Yes 1 was working on it this morning. I will send you a first batch. Of max downside cases. They all range from -350 to - 750. 2 
stress provide a large upside beyond 1 bln. Probability weighted that comes down to -100m. Yet some scenarios can likely 
make a loss of 300m. It is just that they are uiinlikely in my view- 
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From: Martin -Artajo, Javier X 
Sent: Saturday, April 07, 2012 02:18 PM 
To: Iksil, Bruno M 
Subject: IMPORTANT 

Bruno , 

Please confirm that you have seen this email . 1 will have a call with Ina and Achilles tomorrow Sunday to brief her on the 
downside risks for 02 . 

! need you to work on the scenarios that we discussed and be available tomorrow morning to send them to me and discuss . i 
am available from Sam to 10 am or from 12 to 2 PM . All iondontime . 

Please send me the spreadsheet as soon as you have it either today or early tomorrow morning . 

Best regards 


~ Redacted by the Permanent 
Sobconiniittee on Investigations 


Javier 


From: Drew, Ina 

Sent: Frida y, April Q6, 2Q12 09:22 PM 
To; macrlsCjlHHHBi^ 

Cc: Martln-Artajo, Javier X 
Subject: Re: Credit 

Ok. Thanks. Maybe we should review what you have Sunday. Let me know 


From: macr!s@1|_ 

Sent: Friday, April 06,” 2012 04:04 PM 
To; Drew, Ina 
Cc; Martln-Artajo, Javier X 
Subject: Re: Credit 


Hi Ina, 


We spoke with Javier at length following our conversation. We will be prepared for the call on Monday.. 

Javier is convinced that our overall economic risk is limited. There is no default event to amplify our losses as the 
same critical names are part of our short in HY and our long in IG. 

Any further draw-down, will be the result of further distortions and marks between the series where we are holding 
large exposures. This clearly needs to be estimated with much more precision. 

I also have no doubt that both time and events are healing our position. I am however unsure on the potential 
magnitude of an "one touch" draw-down for Q2 which is highly dependant on marks. 

Both Javier and Bruno continue to be extremely concerned about the confidentiality around our specific large 
exposures. The press seems to be referring to CIO position size which is different to the overall JPM size on the same 
instruments. Additionally, there were some specific HFs calling our team and trying to get infonnation from both 
front-office and infrastructure personnel (!). 

As you know, I am not regularly giving much credence to such rhetoric. I have nevertheless asked for a summary of 
the specifics for your infonnation. 
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Best, 

Achilles 


From; "Drew, tna" <lna.Drew@|pmorgan-Com> 

To: "Macris, Achilles 0" <achilles.o.macris@jpmorgan.com>; "rnacris@^B|l|[|||||||||||||||||||||||||B|||^^ 

Sent: Friday, 6 April 2012, 17:13 
Subject: Credit 

Jamie and Doug want a full diagnostic monday. I wiD need it Sunday night. More focused on p 1 than rwa at moment 
as I indicated. I'm not comfortable with the level of analysis so far. I tried to reach you by phone and text. 

This email is confidential and subject to important disclaimers and 
conditions including on offers for the purchase or sale of 
securities, accuracy and completeness of information, viruses, 
confidentiality, legal privilege, and legal entity disclaimers, 
available at http://\TO’w.ipmorgan.com/pages/disclosHres/e m^. 


Rcdflctcd by the Permanent 
Subcommittee on Investigations 
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From: Braunstein, Douglas <Dciuglas.Braunstdn(§Spmorgan.corn> 

Sent; Mon, 09 Apr 2012 20:54:51 GMT 

To; Dimon, Jamie <jamie.diinon(§gpnichase.com> 

Subject: Follow up 


1. Have dear statement for Joe 

2. Have asked lr» ar»d Wiimotfor dear analysis oftfie poations— maturities, balances, spreads (current) 
and normalited 

3. Joe is providing feedback to WSJ and Bloomberg 

4. Had follow up call with Keith Hwovritz at 06; Ben Hesse. Sarah will have some specific questions we 
should ultimately address on the caH 

5. Think we are nkfor now but will let you know if we need you to followup with anyone 


Douglas L. Braunstein | Chief Firrancial Officer j 3fhiorgan Chase & Co. 
270 Park Avenue 1 New York, NY 10017 | Tel. 212-622-1020 [ 
leFax: 917-464-757B 
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„ Redacted by the Permanent 

Subcommittee on InvestigatioM 


From: Wilinot, John <JOHN.Wn-MOT@|pmorgan.coin> 

Sent; Mon, 09 Apr 2012 21;52;47 GMT 

Braunstan, Doi^ias <Douglas.Braunstejn@jpniorgaii,com>; Dimon, Jamie 
<jamie.diinon@jpmchase.com> 

Snbject: FW; Series 9 tranche liquidity reserves 


Below is detail reiattve to the liquidity reserve taken on the Series 9 credit tranche positions. 1 will forward the related 
notional exposures tomorrow morning as they are not included below and London is closed. John 

Jehn C. Wilmot j Chief Invextment Office | Ojohn.wibnotSjpmorsen-com { 9 Work; (112} S34'S4S2 | B Cejb'|||||||||||||||||^^ 


e CREDITTRANOiE POSmONS liyiPACTED 
3 Maturities of fTRAXX Series 9 (Syr, 7Yr, lOyr Maturity) 

3 Maturities of CDX Investment Grade (Syr, 7yr, lOyr Maturity) 


CREDIT TRANCHES UQUIDITY RESERVE DETAILS 
Total increase of approximately -fSlSSMillion 

RATIONALE FOR ADDITIDNAl TRANCHE ItQLnPITY RESERVES 

As part of CIO's recurring liquidity revievf. Credit index markets (post Series 8) are deemed liquid and are excluded from 
CIO's Liquidity Reserve computation. Liquidity reserves are taken for the Series 6, 7, and S Credit index and Tranches . 

Credit Tranche markets have always been considered less liquid {compared to Index markets) and Liquidity reserves are 
therefore computed and taken. However, in the past, the Liquidity Reserve associated with these 6 Series-S Tranche 
positions was not taken because their markets were deemed suffidenlty liquid. The additional t-SlSSMillion Liquidity 
Reserve was taken due to the inclusion of these 6 5eries-9 tranche positions: this reflects the market's reduced liquidily. 

CAICUUTON METHODOLOgY (DEFINED BELOW) 

Liquidity Reserve a (CSOl) X Square Root {Holding Period] X {Spread Volatility] 

{A] CSOI (Credit Spread sensitivity to a Ibps change in market spreads relative to Position Size) 

[S] Holding Period (JPM iB suggested maximum 120daYs used by CIO) 

[C] Spread VolstUity (provided by JPM 19 VC6; varies by position in capital structure: highest volatility for Equity 
tranches: lowest voiatlifty for Super Senior tranches) 
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' Redacted by the Permanent 
Subcommittee on Investigations 


From; Hogan, John J. <John.J,Hogan@jpmorgan.com> 

Sent: Tue. 10 Apr 2012 18:59:03 GMT 

_ . Wilmot, John <JOHN.WILAiOT@jpraor^.coin>; Dimon, Jamie <jamie.dim 0 n@jpmcha 5 e.com>; 

Braunstein, Douglas <Douglas.BrauQstdn@lpniorgaD.com>; Drew, Ina <lnaDrew@jpmorgan.com> 
PP Goldman, Irvin J <irvin.j.gQldman@pmchase.coin>; Zubrow, Barry L 
<bany.l.zubrcrw@jpinchase,com> 

Subject: RE; Materials forFED/OCC Questions 


For tomorrow's cal!, we should have a discussion of what »re brileve the correlation is between the net $101 bio (and 
$55 bio ln tranches) in lor\g positions vs what are hedging. Also would like to see a maturity waterfall of the longs 
and shorts. Thanks, John 


From: Wikuot, John 

Sent; Tuesday, April 10, 2012 . l.-'IO PM , 

To; Dimon, Jamie; Braunstein, Douglas; Hogan, John J.; Drew, Ina 
Cc: Goldman, Irvin J 

Subject: FW; Materials for FED/OCC Questions 

Attached below is the data I sent to Joe Sabstinifor delivery to the Fed and OCCto answer their two requests from 
yesterday afternoon's cali; 


3. Notional iongand short risk positions across the credit derivatives book 
2. Hov/ does this acttvity relate to the broader CIO activity 


John 

Jehn CWibnot [ Chief tnveionent Offi« } S 


I 9 Work (212) 83i|-5'452 ] B CeH:! 


From: Wilmot John 

Sent; Tuesday, April 10, 2012 1:36 PM 

To: Sabatini, Joseph 

Cc: Goldman, Iivin J 

Subject: Materials for FED/OCC Questions 


Joe —here is the information for the Fed and OCC from our call yesterday afternoon, let me know if there are any 
further questions. Thanks. John 

The table below shows major (and total) long and short risk positions in indices - and totals for long and short risk in 
tranches. 
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Redacted by the Permanenr 
Subcommittee on Investigations 


Q (ad:imsge0Q2.png@0tCDl74ai81O46K» 


The note below describes this credit derivatives activity relative to the overall CIO acWvity. 

The Chief investment Office has utilited the 'synthetic credit portfolio,’' which is a portfolio of credit derivatives, to 
construct a hedge against other risks on JPMCs balance sheet. This activity has been part of the CiO portfolio 
construcb'on and risk management since 2007. The related credit derivative instruments offer an efficient means to 
establish protection against adverse credit scenariosand "stress events'. 

This activity Is among the key tools utilized by CIO to manage and hedge stress loss risks. The synthetic credit portfolio 
has benefited the Firm, espedaliy in times of credit market dislocation, sudden spread widening and in the occurrence of 
defaults, which Is typically a catalyst for credit spread widening scenarios. 


In 03 and Q4'll, CIO began to reduce the net stress loss risk profile of the hedges, as more positive macroeconomic 
data in the US and an Improving situation In Europe post LTRO merited a reduction to the stress loss protection of the 
"synthetic credit portfolio." The t>ook, as a dedicated hedge, continues to be short HY and to provide default 
protectloTT. 


JohnCWilmat | Chief Inveslitient Office | CS iohn.wilmotff1crnonon.com 


BWorIc (Z12)BS4-5452 I B CeH; I 
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Prom: Youngwood, Sarah M <sarah.ra.youngwood@praorgan.com> 

Sent: Tue, 10 Apr2012 19:10:13 GMT 

Dimon, Jamie <jamie.dimon@jpmchase.com>; Braunsiein, Douglas 
To: <Oou^as.Brauiistein@jpmorgan.corn>; Staley, Jes <jes.sta)ey@Jpmorgan.coni>; Drew. Ina 

<Ina.Drew<2ijpnjorgaii.com>; EvangeKsti, Joseph <joseph.evangelisii@jpmchase-com> 
Miller, Judith B. <Judith.B.Miller@jpmorgaD.com>; Investor Relations 
<Iiivestor_Relations@restrictcd.chase.com> 

Subject: CIO articles - Calls (7) 


4 more conversations or CIO articles - Betsy Graseck (MS — sellside), Kevin Mixon (junior of Sienn Schorr, Nomura - 
sellside}, Steve Chubak (junior of Guy Moszkowski, BoA - sellside) and Anu Venkataraman AB (buyside). Ail of them 
understand our CIO activities. Joe's statements very helpful to the conversations. I will send a full update later. 

Sarah 


Sarah VoungwoDd | Managing Director j Head of Investor Relations | JPMorgan Chase Co. { 
270 Part< Avenue, New York, NY 10017 | T: 212 622 6153 | F: 212 270 1648i 
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From; Evangdisti, Joseph <joseph.evangeIisti@jpmchase.com> 

Sent: Toe, 10 Apr20I2 22:22:17 GMT 

To: Operating Committee <Operating_CQnimittee@jpmcfaase.com> 

Youngwood, Sarah M <sarah.m.youngwood@jprnorgan.com>; Horan, Anthony 
<AiNTHONY.HORAN@chase.cotn>; Mtller, Judith B. <Judith.B.Miner@jpmorgan-com>; Press 
CC: Team 2012 <press_teajTJ_2012@restricted.chase.coni>; Wiimot, John 

<JOHN,WILMOT@jpmorgan,cojn>; Radin, Ndla <NEILA.RADIN@chase.coin>; Scher, Peter L 
<peter.l.scher@jpmchase.com>; Saracho, Emilio R <emiiio-saracho@jpmorgan,com> 

Subject: WSJ tomorrow 


The Wall Street Journal is running a foifow-up story tomorrow related to our CIO hedging activities. Their lead is going to 
be along the lines of “The London Whale, who made waves in January and february, has dived beneath the surface and 
has now gone silent (stopped trading}." They'll also say that hedge funds are in a complex chess match with our firm 
and waiting for our next move, The story does not seem focused on regulatory issues. 

We provided additional background and on-thenrecord statements today explaining the hedging activities of our CiO and 
putting these activities in the context of our overall asset and liability management. We also said that we now feel that 
our risks are effectively balanced. Joe 
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Prom; Youngwood, Sarah M <sardh.ni.youngwood@jpraorgaii.coin> 

Sent: Wed, H Apr 20 1 2 1 8 : 56:20 GMT 

Dimon, Jamie <jamie.dimon@jpmchase.com>; Braunslein, Douglas 
To: <Doug!as.Braunstein@jpraorg30.coni>; Staley, Jes ■=^es.sta)ey@jpmorgan.com>; Drew, Ina 

<Ina.Drew@jpmorgan.cora>, Evangelist, Joseph <joseph,evangelisti@jpmchase.com> 
Miller, Judith B. <Judjth.B.Miller@jpmorgan.coin>; Investor Relations 
■ <lnvestor_Relations@resiriGted.chase.com> 

Subject: CIO articles - Calls (9) 


Two calls today. 

Kush Goel - NeuberBer(0uyside) 

• I've see the articles about CiO. Are you commenting? 

o We have some public statements in the press. We can also point you to our public disclosure in the lOK as 
well (Note 12) 

• What is CIO? Is it really 400 people? Are they based in London? 

o We don't disclose CIO separately 

o CIO is an appropriate size to hedge our structural risk and manage excess liquidity investments 
o London and New York 

• Who runs CIO - Who do they report to? 

o Ina Drew; reports to JO 

• I've heard they have hired prop traders? Why? 

o We can’t comment on specific people. We try to hire the best people to run this very important function. 
2.3T balance sheet 

• Does this run afoul of Voteker? 

0 CIO hedges the structural risk of the firm and prudently invests the Firm's excess liquidity - we don’t 
believe Volcker is intended to limit these activities. 

• What was the specific credit position discussed in the article; where are these derivatives disclosed? 

0 All our trading assets are disclosed in the financial statements "IB and CIO combined 
o CiO VaR Is disclosed in the Market Risk section of the lOK with a brief description of the activities 
o Referred to Joe's quotes 

■ "Trades are part of the firm's hedging strategy" 

* JPMorgan holds a portfolio of IG debt and uses "credit-related instruments" such as derivatives to 
protect against a decline in the value of the holding.s 
» "We are balanced" 

• Will Doug and Jamie address this on the call? 

o Don't know. This is a core function of the bank. I am sure they will address in Q&A If asked. 

Peter Handy-* Sanford Bernstein {Sellside; works with John McDonald) 

• ! am trying to add granularity to my modeling of Principal Transactions. Can you help me understand your 
disclosure? 

o Helped him understand line items (genericaliy; no discussion of performance) 

o Peter was double counting iB principal transactions and offsetting with losses in Corporate as he hadn't 
understood our disclosure in Corporate/PE 
o He now understands our disclosure 


Sarah Youngwood | Managing Dfrecicr | Head of Investor Relations | JPMorgan Chase Co. 1 
270 Park Avenue, New York, NY 30017 i T; 21Z 622 6153 1 F: 212 270 1648! 
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From; Youngwood, Sarah M <sarah.m.youngwood@jpmoiBan-Com> 

Sent: Fri, 13 Apr 2012 17:22:08 GMT 

Dimon, Jamie <jamie,dimon@Jprochase.com>; Braunstein, Douglas 
■ <Douglas.Braunstein@jpmorgan.com> 

Miller, Judith B. <Judith.B.MilJer@jpmorgan.com>; Investor Relations 
<Investor_Relations@restrirted.chase.com> 

Subject: 1Q12 calls - Buysideand SeIJside comments (3) 


We are now getting calls. Tone positive. No questions on CIO. A lot of detailed questions. Continuing to return calls and 
will keep you posted. 

Glenn Schorr INomura - SeiUlde) 

« General comments/feedback 

o Stock beaten up because of Europe news over the last few days; creates a new overhang 
o No one has a real problem with your earnings 

0 Heard you on growth, expense control, increase in reserve interpreted as conservative 
o No big changes 

o Drop of incremental good feeling from the results as the street expected that performance 
o Quarter was fine 

• Are you saying anything different related to capital requirements and share repurchase? 

o Glenn himself was very clear or» ianue's message - and very comfortable with the answers - however he 
had heard the question from investors and wanted to clarify 

• • When will the high gain on sale normalite? On the call, the language was "gain on sale normalizing on a go- 
forward basis" 

o We noted that on the call, we recognized ft's outslzed this quarter; referred to Investor Day guidance; 
didn't provide specific timing 

• Cost of fund increase 

• Is there any threshold for when/how you report high-^eld seconds? 

o Clarified 

• We've seen a big rise in trade finance loarrs. Usually 1 think of this as more safe and relationship-based. Any 
reason to be concerned with this much growth? 

o Growth is YoY; QoQ slow down; referred to Doug's comments: our growth very focused on quality 
« The largest firms were supposed to have living will to July. Does that timeline still hold? 
o We're working on it; we haven't said anything on it 

Andrew Marquardt {Evercore - Sellside) 

• Feedback on results 

0 Setter than expected results; show of strength; taking share and well positioned; results make me feel 
better In an uncertain environment 
o Investors wondering whether stock has legs above $45 price 

• Referred to Jamie's comments on the call, which were differentiated between stock price from the 
perspecbve of intrinsic valuaiion/investment vs, in the context of other capital deployment 
opportunities 

o Thought CIO comments were very helpful; no questions on the topic 

• Had asked at Investor day for additional disclosure on NIM (loan details; BoA provides); reiterated ask 

• I was surprised by the focus on capital and the special dividend? 

o Reiterated Jamie's response 

• What has changed in your forward-lookmg guidance? 

o Went through the comparison of wording vs. last quarter; didn't offer color beyond 
o Referred to comments on the call on $490 and Nil 
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• Revenues on fees - Anything stiB (eft on the WaMu settlement? 

o We noted we have not said, and reminded him this has nothing to do with private label; it relates to the 
actual bankruptcy of the entity 

• Any additional color on the strength in FICC? Is there any guidance? 

o Referenced Doug's commentary on the call 

• Why not bring down your reserves in repurdiases? 

o Timing; not a trend 

• Pace of reserve release? 

o Referenced Jamie's comments on the call 

• Capital- Any reason to think there is any change in what you've said before (i.e. that you would get to 9.5% by 
2013}? 

o We didn't specify on the call 

• Can you provide more color on investment opportunities? 

• Have you received many questions regarding OO? 

■ Did you update the flight to quality deposits number of ~$75B you disclosed at Investor Day? 
o No update provided 

Gerard Cassidy (RBC Capital - Seliside; will he on CNBC this afternoon) 

• NIM- Are we to expect the current cost of the long-tenn debt to stay in the 2.7% range? Is the 2.7% the new 
normal? 

o One time gain in 40; recommended he look at outspreads and maturities, which we've disclosed in our 
10-K; referred to TruPS as potential impact (no amount or timing specified; just referred to Doug's 
comments) 

• Timing regarding TruPS redemption 

• Asked for clarification on NPLs 

• What is driving the fantastic loan growth in AM? 

• Why did you increase allocated capital in CB? 

o Growth 

• What did Doug Braunstein say on CNBC related to non-core EOP loans? 

o We pointed him to investor Day non-core loan growth and run-off analysis 

• Have you provided guidance as to where foreclosure-related expense could be this year? 

o Referenced Investor Day Servicing expense walk 
o $300-350mm Doug mentioned today was in line with Investor Day 

• Is the credit card portfolio sequential decline seasonal? Seems like a lower seasonal impact than a year ago 

o We confirmed seasonality, added that sales volumes are up 

• Within Corp./PE, Nil seemed to drop signiflcanlly; can you give some color on the swing? 

o Gave theoretical feedback on drivers of different lines in Corp/PE 

• Did you see any change in repurchase demands that give you encouragement that we have reached a peak in 
terms of reserve release? 

o Timing; not a trend 

Sarah Youngwoofl | Managing Director j Head of Investor Relatlorts I JPMorgen Chase Co. | 

270 Park Avenue, New York, NY 10017 j T; 212 622 6153 i F: 212 270 1648| 


From: Youngwood, Sarah M 

Sent! Friday, April 13, 2012 U;01 AM 

To; Dirnon, Jamfe; Braunstein, Douglas 

Cc; Miller, Judith B.; Investor Relations 

Subject: 1Q12 calls - Buyside and SeilsWe comments (2) 

Only one call since we finished earnings call. 
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John Bsikind (Sandler O'Neill Asset Management -Buyside) 

• Wanted clarification on NPL reporting change 
o We went through it - He understands 

Glenn Schorr and Betsy Graseck have also e-mailed that they virill want to talk but have asked to discuss after Wells call. 
Sarah 


Sarah Youngwood j Managing Director | Head of Investor Relations | JPMorgan Chase Co. J 
270 Park Avenue, New York, NY" 10017 { T: 212 622 6153 j F: 212 270 1648{ 
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From: Youngwood, Sarah M <sarah.m.youngwood@ipmorgan.com> 

Sent: Sat, 14 Apr 2012 1S:00;05 GMT 

To: Dimon, Jamie <jamie.dimon@jprnchase.cora> 

Braunstein, Douglas <Douglas.Braunstein@jpmorgan.coro>, Warren, Shannon S 
<waTTen_shaiinon@jpmorgan.com>; Levy, Dou^as S <douglas.s.levy@chase.com> 
Subject: Re: 1Q12 calls - Buysideand Sellside comments (6) 


Jamie, 

P6 of supplement, we broke out long-term debt cost by quarter (showing rate going from 2.10% in 3Q11 to 2.15% in 
4Q11 and 2.71% in 1Q12}. We didn't have a specific iH-eak out or footnote re debt gain in 4Q11. 1 don't believe we 
mentioned the gain in press release, presentation or script. 

In 1Q12, we disclosed page 18 of pres: "Debt-related gain in 4Q11** (as driver of change in NiM on core NIM page). 
Sarah 

Sarah Youngwood ! Head of Investor Relations { JPMorgan Chase & Co. j T: 212 622 6153 | F; 212 270 1648 i 

From: Dimon, Jamie 

Sent: Saturday, April 14, 2012 11:04 AM 

To; Youngwood, Sarah M 

Subject: Re: 1Q12 calls - Buyside and Sellside comments (6) 

Did we disclose the fourth qtr hedging benefit in the fourth qtr. Plus. Was it broken out on the nim page 


From: Youngwood, Sarah M 

Sent: Friday, April 13, 2012 07:20 PM 

To: Dimon, Jamie; Braunstein, Douglas 

Cc: Miller, Judith B.; Investor Relations 

Subject: 1Q12 calls - Buyside and Sellside comments (6) 

Doug and Jamie, 

Last batch of calls. Overall, themes have remained consistent. Buyside and Sellside positive on the underlying 
performance. Some questioning regarding sustainabilitY. No concerns re high risk seconds, but a topic of conversation. 
Debt gain In Q4, capita) depiovmenc. TruPS and mortgage costs also key themes. Very few questions on CIO (2 came late 
in the day - see below). Only one estimate change so far (Guy Moszkowski - SoA); expect most people to work on their 
models over next few days. Research generally positive. 

Dick Bove {Rochdale Securities - Seilside) 

• Stock didn't pick up despite good earnings. Issue might be sustainabitity 

o Fi strength in the 16 might be viewed as seasonal 
0 Strong Mortgage income might be buoyed by HARP program 

• What are some of the issues you're hearing-China, Spain -what is the overhang as you are seeing? 

• Increase in cost of debt? Explained that there was a 4(1 hedging benefit which was not repeated in ID 

• CIO question. Company is attempting to 'make mone/ from their hedging portfolio? 

0 CIO office manages structural risks (FX, Rates, Basis, Credit, etc...) and looks to invest excess liquidity, as 
described by Doug. All consistent with our interpretation of Volcker 

• Dick has been in discussions with Bloomberg to let them know that he believes that they are inaccurately 
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portraying JPM's CIO activities and supporting a group of fwmer employees without trying to take a balanced 
perspective. Dick already wrote a note arwJ is considering writing a foHow-up 

o I didn't comment 

David Hendier - CreditSights, fixed income-focused 

• Nice resuits for the quarter 

• Securities gains, is that where the trading would be for CIO? If looking at BS, where docs CIO activity reside? Is 
CIO activity actively managed? 

• Your CDS seem to indicate that the Street is comfortaWe with QO story 

• Derivative receivables; can you differentiate what Is IB and what is CIOAreasury? 

o No, you cannot 

o The S370B number is the securities portfcHio related to CIO 

• Are you too big in certain parts of CDS and that is a risk market we need to consider. You may have an issue in 
terms of getting out of your position and it may be your positions are too big 

o We have been operating effectively with this type of size for a while; no specific change; there are a 
variety of markets/strategies we can utilize 

• You guys do the best job with disclosure; currently, the problem is that your CIO activities are not ail that 
transparent 

• Doug was very transparent today regarding the general strategy in CIO, but his explanations only came after the 
news articles 

• I would love to meet with ina to talk about this 

• i wrote a note that was balanced and Bioc»mberg took it apart and quoted me; i don't want you to get the 
wrong impression; my words were taken out of context 


Jeff Harte and Ted Holtzman (Sandler O’Neill) - Seibide 

• Feedback/general comments 

o I think your numbers are better than the markets think. I’m not sure what the market is doing, 
o There were a lot of questions about home equity and IS revenue absent DVA/CVA 
0 A lot of competitors are talking about gaining market share in Europe. Jamie has said he isn't seeing this 
o Clients are asking why JPM stock Is not up 

• Investment Bank 

0 Wanted to clarify guidance on comp/revenue 

• Maintain full year guidance: 35-40% 

o CPG - Do we know the dollar amount of CVA on the revenue line? 

• Yes, a gain of $175mm 

• Mortgage Banking 

o $200mm servicing cost associated with the settlement - Is this a one-time hit? 

■ Yes, if you pull this out, it would be relatively flat QoQ 

o Mortgage origination margins spiked this quarter. The increase was a variety of mix-related things; what 
would you highlight? 

■ Volumes are strong; we’ve strategically moved to a mix that favors retail branches 

■ Pointed him to Investor Day slides for a normalized MB P&t 
0 HARP- Does It help volumes? 

o The rep and warranty reserve - there is a number within theRFS segment and then for the total firm, but 
the/re not the same. Where else would this be found? 

■ Amounts related to Bear/EMC 

• The repurchase reserve relates primarily to the agencies; we’ve maintained our guidance for 

losses at S350mm */- 

• Card Services 8t Auto 
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o Revenue yield in credit card drQpped;due to seasonally that is riot unusual; how much of this is due to 
the current spread environment versus seasonality? 

• Corporate/PE 

0 Revenue - if t take out PE and the WaMu settlement, how should I think about non-PE results 

■ $200mm +/- quarterly net income guidance 

• Buyback 

o What I see in the supplement doesn't match what Doug mentioned 

» What you see is the total repurchases on a settlement date basis for the quarter 

■ We settled some trades that were done last year In the quarter; Doug talking about total buybacks 

under the new authorization 
o Are you limited when you can engage In a buyback? 


Tom Alonso (Macquarie-Seilside) 

• General comments/feedback 

o Stock has had good run to date; expected pullback 

o Tone of the cal! was slightly more cautious than expected given earnings performance 

■ Surprised by the magnitude of reserve release for RfS this quarter 
o Surprised by the question raised on special dividends 

■ Reiterated Jamie's response 

o Concerned about loan growth overall 

“ Discussed trends in CB and highlighted our higher capital allocation in January 

• Additional color on FICC? Is trend sustainable? 

Q Referenced Doug’s commentary 

• Clarified the approximately S450mm shares bought back was YTDand not incremental to disclosure in 
supplement 


Vivek Juneja (JPMorgan - Seltside) 

• Issued a report on home equity risks yesterday 

• Regarding disclosure, what's different about the Junior liens that were not moved? 

o Those that moved to NPL bucket are behind seriously delinquent (nonperforming) firsts 
o Regulators required this move in the disclosure 

• Mentioned that WFC reclassi^ed all HE that was behind a delinquent first 

• WFC call - Someone mentioned JPM expected 55% loss on these. Is this true? 

o Pointed him to the Investor Day slide re high-risk seconds 


Jim Mitchell (Buckingham Research - Seilside) 

• The upside In trading was good 

• Good earnings, doesn't seem like people were listening • Europe concerns seem to have brought the market 
down 

• Given the noise in the debt yield this quarter, how should I think about a normal debt yield? 

o 4Q11 was lower because of the debt item that was mentioned on the call 

• Why is your mortgage compensation ratio higher? 

o Mix change toward retail originations which have higher costs, but also higher margins 

• What is the Mortgage default cost run rate? 

o We had $200mm of incremental servicing costs associated with the settlement and other matters 
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Malt Burnei! - Wells Fargo - Sellside (email) 

• Requested public information that the regulators issued on the home equity NPL accounting treatment 

o Referred to QCC document httD://www.occ.gov/news~i5SUances/news-releases/2012/nr-ia-2012-15a.Ddf 


Anu Venkataraman (Alliance Bernstein - Buyside) 

• Special dividend clarification- is Jamie against a special dividend? 

o We are not starved for opportunities to use our excess capital. We have a number of options and do not 
believe a special dividend is an attractive option relative to other more accretive uses of capita! 

• Litigation reserves - what is the contingency that would require such a high level of provisioning? 

o We cannot specifically comment on any specific litigation. These are big numbers but we are being 
conservative and feel comfortable with how well reserved we are being. 

Dan Bitar {MSD Capita! - Buyside) 

• What are your thoughts around full-year comp for the IB? 

o Expect comp to be in the range of 35%-40% 

• Your mortgage revenue spreads seem to above normal. What is the normal rate? 

o Referred to Investor Day 

• Your capital allocated was up at many of your bu^nesses 

o We discussed the updated aliocated capital at Investor Day 
o Capita! decisions are based on longer-term needs of the business 

• High -risk seconds change in methodology. Can you explain? 

• Why were credit card expenses up YoY? 

o As we noted, this was related to an expense related to a noncore product we are exiting. 

• Why did loan growth increase in AM? 

• Why is compensation up in Corporate? 

o Norma! first quarter accrual for FICA 
o increased headcount 

• Are you done with your litigation? Seemed that way when Doug was speaking on the call 

o Referred to Doug's comments 

• What caused the increase in LTD yield? 

o We had a debt-related benefit in the fourth quarter 


Rob Hertz (Oppenheimer - Buyside) 

• Can’t believe how people are reacting to home equity (HE) 

■ Also believe Europe is ruling the day; don’t know how Spanish banks plan to recapitalize 

o I suspect people are aware of the next steps in Spain and how dire their real estate situation is. I don't 
know where this money is going to come from. Spain might become another Ireland 
o Thought Jamie's analogy to an accordion was appropriate 

• Can you review the HE information with me? 

Prt DaSilva - Credit Suisse 

• Trying to understand our litigation reserves 

o We only disclose the expense; not the reserves 


Calls pending 
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1. Voicemail into KSW {David Konrad). David highiights "change in regulatory guidance and increase in NPLs” in 
one of his report without a clear explanation. He didn't call us but i reached out to offer an explanation of the 
reporting change and point out our disdosure. 

2- Marty Mosby - Returned call; no voicsmatl 


Sarah Youngwood 1 Managing Director J Head of Irsvestw Rdations j JPMorgan Oiase Co. | 
270 Park Avenue, New York,' NY 10017 ] T: 212 622 6153 | F: 212 270 16481 
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From: Iksil, Bruno M <bruno.mjksil@iMnchBse.com> 

Sent: Mon, 30 Jan 2012 21:12:38 GMT 

To: Martin-Artajo, Javier X <javier.x.njartin-artajO@ipmorgan.coin> 

Subject: core credit 


ok they really push against our positions here everywhere, there is more pain to come in HY too : a lot of capital 
comes back into basis and skew trades. I can see a bad scenario here where spreads widen and guys do not go 
long risk but make basis arbs with a bearish view on weak names. Here we should stop adding and take full 
pain : i see 50m coming in fG9 as I mentlorrned and another 50m in HY, this is really the street moving pieces but 
there is not position in the book that stands out as it is balanced. So that requires a lot of trades and i think we 
would just add to the pain here. 
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From: Marti n-Artajo, Javier X <javier.x.martin-artajo@jpmorgan.coin> 

Sent: Thu, 22 Dec 201 1 11:16:11 GMT 

Iksil, Bruno M <bruno.m.iksil@jpmchase.com>; Hagan, Patrick S 
<patrick.s-hagan@jpmorgan.coni> . 

Grout, Julien G <julien.g.grout@jpmchase.com>; Patel, SamirR 
<samir,r.patei@jpmorgan.com> 

Subject: RE: urgent : Rwa 


What kind of numbers can we reduce . What is posible to reduce ? 

We need a number around 13 Bln since we can reduce 2 Bln In CLO's and Bank names 

I have just put a list of posible reductions . Can we be more specific and write your own estimates for End of Q1 
2012 ? 


Model reduction QR CRM (15% acknoledged 


already) 4 

Model reduction QR VAR 1 

Model Reduction QR Stress 2 

Reduction for duration shortening ' 1 

Book Optimization 3 


regards 


From: Iksil, Bruno M 

Sent: 22 December201^6:46 

To: Javier X 

Subject: Re: urgent — : Rwa 


- Retbdcd by tbe PermancBt 

on Mivat^tioni 


I received it For what I need to provide a clue : I would need julien to be in the loop and,( most of all) what kind 
of rwa measure we referto and possibly data out of it. We can reduce it by simply selling protection but then 
the pnl volatility will increase potentialiv and the group diversification will be reduced. 


Now what we are doing today is : 

1- flattening the profile on the medium sized default scenarios, say if we have 5-10 defaults, because here we 
have some leverage in the capita! structure that creates great gains ( as you saw) on surprise defaults but 
generate theoretical drawdowns { typical f9 model flaw) accretive to rwa. 

2- reducing some of the main carry and convexity generators ( namely long term equity tranches where we are 
long risk). This mitigates a bit the point 1- with regards to the upside on the first default of "AMR" type 

3- we are reducingthe largest index notionals in investment grade indices and the net long risk in cdx hyO hylO 
series that werit to balance the short risk we had on hyll 3yrthat expired in decern ber. 

All this should reduce any kind of rwa, be itQRor our own measure. Yet I have to say 1 work in the blind for QR 
measure. 


We will keep doing that in Q1 and it should provide good results although I receive no update, so ( again) it is 
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difficult to project much. I target the reduction of the largest notlonals and the largest leverage through the 
monitor i showed in one Tuesday meeting so that I am almost sure the reduction in rwa appears no matter 
which model people want to use. Now, with no data and no update, t cannot predict the moment when the 
reduction will show. So far, 1 pay the bid-ask In the market ( estimated cost likely to have been 150-250m this 
year) but I try to avoid bad trades in RV terms. Volatility this year provided good opportunities to get interesting 
rv trades that partly balanced the execution cost. 

The next stage i think is that next year some very large exposures will naturally expire and same for 2013. 1 
understand that we look for a steep reduction end ql next year : this may be do-able if for example we have a 
default in investment grade. Now, if that happens twill simply sacrifice the gain to exit the positions accordingly. 
By "sacrifice" 1 mean that i will lock at best 50pct of the potential and not re-build it. That can provide a very 
effcicient way to reduce rwa. Otherwise, we can hope for low volatility and the we wilt shrink as we did this year 
but the problems of timing and data and model will remain. 

Best regards 

Bruno 


From: macris@btinternet.com 
Sent: Thursday, December 22, 2011 05:39 AM 
To; Martin-Artajo, Javier X; Giovannetti, Alison C 
Cc: Iksil, Bruno M 
Subject: urgent : Rwa 

FYl - please confirm this is received and that we can coordinate a response this morning, — thanks 

— Forwarded Message — 

From: "Drew, ina" <ina.Drew@jpmorgan.com> 

To: "Martin-Artaio^avie^" <|avier.x.martin-artajo@jpmofgan.com>; "macris@ 

<macris©|H||||||lHBili 

Cc: "VWImbt, John" <JOHN,WILMOT@jpmorgan.com> 

Sent: Thursday, 22 December2011. 2:55 
Subject: Rwa 

We are running an additional rwa reduction scenario. Can u send John and I a scenario whereby the 
tranche book and other trading assets are reduced by an incremental 1 5 bil in the first quarter? Not a 
stress scenario, so assuming normal (whatever that is now - not year end) liquidity. Pis list by trading 
strategy, ie: credit tranche, other trading positions, with cost estimate - (background; trying to work 
with ccar submission for firm that is acceptable for an increased buyback plan). Need in early ny 
morning - 

This emml is confidential and subject to important disclaimers and 
conditions including on offers for the purchase or sale of 
securities, accuracy and completeness of infonnation, viruses, 
confidentiality, legal privilege, and legal entity disclaimers, 
available at http.//www.ipmorgan. com/pages/disclosures/email . 


> ! i.'{c’U by (he Permanent 
subcommittee on InvestigatiMis 
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From: Iksil, Bruno M <bruno.m.iksjl@jpmchase.com> 

Sent: Mon, 19 Mar 2012 11:44:53 GMT 

To: Martin-Artajo, Javier X <javier.x.mar^n-artajo@jpmorgan.com> 

CC: Grout, Julien G <ju)ien.g.grout@jpmchase.com> 

Subject: Core Book analysis and proposed strategy 


Book position 

- The book has positive carry, P&L upside on defaults and positive convexity if spreads gap wider, it is relativeiy neutral 
directionally overall at current market spread levels> 

- To obtain this profile, the book receives the forward credit spreads. When markets are caught in squeeze like this 
one, the P&L volatility can become very large : this is what is happening since the beginning of this year in CDX iG9 and 
Main ITRAXX S9 series. The hit amounts to 5-10 Bps lag in those forwards versus the 50-60Bps rally. 

- The book incurred a loss of 100m usd IN us hy from KODAK default and RE5CAP almost certain default ; this 
weakness have been corrected now and offers decent upside in any new default in HY indices 

Market behaviour 

- The CDX 1G9 and ITRAXX Main 59 are the series where index tranches still trade. This is where the street owns some 
protection especially in the longer tenors for capital relief reason and uncertainty about the timing of defaults. 

- some large Hedge funds have some "skew trades" where they buy protection on the series 9 lOyr indices versus the 
single names 

-in the rally, those series {where the book is long risk and the street is short risk) have lagged consistently : by trading 
and trying to correct the lag, we could retrieve l-2bps but then we met strong resistance either with size or bid-ask 
widening. 

-this year the tranche market depth has vanished : we can trade but small size each time with an appetite from 
dealers to load protection on the longest tenors. 

-in US HY, in addition to the 2 defaults, we face a flattening trend advertized by dealers saying that either we have 
defaults or we rally : either ways, the curve flattens and we have a steepener on. 

• as a summary, the book is a very visible player and holds a trade that the street wants to have now ; le a protection 
against unpredictable defaults. At the same time, they still own their "no default” trades from last year. So the street 
systematically steepens the series 9 curves and maintain the longest tenors wider than anything else, 

Proposed strategy : let the P&L fluctuate while not defending, just maintaining the upside on defaults over time 

-CDX IG and ITRAXX MAIN ; over the next 18 months 

- buy back the protection in 0-3 lOyr to reverse the profile ( 3Bln in main, 6btn in IG) 

- buy some 0-3 in 7vr tenors { Ibln main-2 bln in IG) 

- sell protection over time on widenings to maintain the carry ( 5-10 Din Main and iG) 

- CDX US HY : over the next 18 months 

- put flatteners on in HY14-hyl5-hyl6-hyl7 series while we own the protection on the Syr now 

- let the tongs in HYlO-hyll series live as they have lost already 18 names out of 100 and look safer than hy 14 

to hyl7 series 

P&L possible range : the loss is likely to range between lOOm to 300m 

- main reason is the CDX IG9 lag ( 2-3bp5 or 100-150m) 

- second next is CDX HY ; the hit is another lOOm spread within the tranche and index bid-ask. Typical here, you 
cannot really trade but the mid does not change. 
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- third is Main itraxx : the curve in S9 steepened by 5bps pushing the forward back up while the other curves 
steepened 1 bp in the rally. The hit here is 80-100m. 

- the estimated bid-ask on the book grossly amounts to 500m all-in ( 200m for IG, 100m for itraxx main, 200m for CDX 

HY). 


Conclusion 

- the book has very useful features and should be maintained with its upside on defaults as much as possible. 

- the market is very small now and we are too visible with likely some of our trades creating a concern among dealers 

: this affects us both in the bid-ask cost and the Mark_To_market because the street owns the long term protection to 

cover their legacy, ie "no default" trades mostly held In form of steepenersand long risk in shortterm equity tranches. 

- there is a trap that is building : if we limit the Mark'To_Market we risk increasing the notionals further and weaken 
our position versus the rest of the market. One solution would be to let the book be really long risk, yet this would not 
be in a liquid market and may increase the P&L noise especially in corrections. 

- the solution proposed amounts to be longer risk and let the book expire carrying the upside on default : I think we 

own here a very good position for a size that is also significant. This would involve some mechanical trading, ie buy 

protection on lOyr equity tranches, put fiatteners in HV 14-17 and SELL protection on spread wdidening. 


The PNL breakdwon and bid-ask analysis will come soon after. Julien is on it 


Bruno 
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From: Drew, Ina <Ina.Drew@jpmorgan.com> 

Sent: Tue, 20 Mar 2012 23:59:59 ‘GMT 

To; Macris, Achilles 0 <achiiies.o.macns@jpmorgan.com> 

Subject; Wed call 


Redacted by Ac Pennaiwnt 
Ssbcommittec on lovestifalions 


Achilles 

Javier briefed me this morning on the credit book. He sounded quite nervous. Let's discuss on our weekly 
call. The full briefing is later in the morning but I want to understand the course of action from you. 

believe John communicated but there is still activity. 


Confidential Treatment Requested by J.P. Morgan & Co. 


JPM-CIO-PSI 0001236 



1587 


From; Iksil, Bruno M <bruno.m.iksii@jpmchase.com> 

Sent: Thu, 29 Mar 2012 21:18:08 GMT 

To: Martin-Artajo, Javier X <javier.x.martin-artajo@jpmorgan.com> 

Subject: First draft of the presentation 
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Core Credit Book: summary 

1- the beta adjusted moves 

- case of a 1x1 hy vs IG position ; illusions with spreads and bp measure sensitivities 
-the book remains neutral x% CS01 ; implications 

1- if IG9 lags, the book becomes tong risk, because we are long risk in 1G9 

2- if HY decompresses, the book becomes short risk, because we are short risk in HY 



2- the Method 

- Look at beta adjusted moves on history ; the whole story is about compression and decompression 

- breakdown the risk from beta factors 

1- the book has a directional bias, but next it is all about expected loss changes ( mixing carry and 

MTM) 

2- the beta neutral book breaks into 3 parts; 

a- decompression trade ie HY vs IG on the run 

b- S9 vs IG on the run and hy off the run vs HY on the run 

c- equity tranche slope 

3- the findings ; target YTD at -750M 

- the book is huge ; 95Bin IG9 and 38Bin S9 fwds , decompression (8M bp in HY or 25Bln, 2.3M in Xover or 7Bln) 

- Decompression worked very well and only starting : total gain ytd of 600M { 60Bp Xover, 60bps in HY) 

we captured 12% decompression out of a move of 18% 

- Series9 lag is overwhelming ; total loss YTD is I.SbIn (22bps in IG9 fwds and main S9) 

- directionality -^OM and carry -40M { with no roll down) ; total 1 00m 
-defaults ( Kodak and Rescap) cost are estimated at 100M total 

-0-3 equity slopes costa total 200M ; SOM in itraxx ( 2pts) and ISOM in CDX !G ( Spts) 

-New trades : gain 200M 

,, J.E Morgan 
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Core Credit Book: Trading activity ; positions and new trades 

I Rationale for the positions Increase ; 

1 1- cover the HY downside on some defaults, prepare for IG tightening, stay market neutral to minimize RWA 

i 

j 2- started by selling 1G9 Syr and S9 Syr ; the curve steepened and the forwards moved up 
j 3- sold S9 and IG9 5x10 to limit the P&L hit 

I 4- defended the P&L at Month end while the decompression kept going and increased the underperformance of S9 series 




All trades 

Start Jan Book 

Start Feb Book 

Start March Book 

Current Book 

Main OTR Xover 

3.700 

-2,479,033,784 

-3,756,756,757 

-3,283,783,784 

■4.884.371 ,622 

-6,235,790.641 

Main OTR IG 

4.500 

10,599,246,667 

16,062,222,222 

14.040,000,000 

20,883,402,222 

26,661,468,889 

S9 Fwd 

4.300 

15,534,528,571 

20,497,375,000 

27,746,375,000 

33,396,625,000 

38,511,625.000 

5yr IG OTR eq 

4.500 

14,044.105,079 

19,586,380,566 

26,513,202,778 

31,914,241,667 

36,799,997,222 

Net Syr OTR 

4.500 

22,472,525,079 

-4,116,619,444 

6,190,069,444 

14,082,350.556 

20,725,417.222 


BHHHHHIi 

All trades 



Start March Book 

Current Book 

HY OTR 

4.100 

-12.027,013,171 

-7,246,905,439 

-7.695,056,537 

-14,662,635,805 

-19,273,918,610 

IGOTR 

5.000 

52.269,399,240 

31,495,051,038 

33,442,715,708 

63,723,815,208 

83,764,450,278 

Hyotr 

4.100 

-2,550.011,220 

-8,555,429,927 

-11,325,839,805 

-11.224,162,976 

-11.105,441,146 

HY10-11 

2.435 

4,293,653,388 

14.405.446.694 

19,070,202,546 

18,899,001,314 

18,699,100,082 

!G9 fwd 

4.500 

39.808,688,889 

54,651,951,114 

75,029,095,559 

94,017.484,448 

94,540,640,003 

IGOTR ■ 

5.000 

-35,899,820,000 

-49,186,756,003 

-67.526,186,003 

-84,615,736,003 

-85,086,576.003 

Net IG OTR 

5.000 

12.061.510.760 

-20,135,375,035 

-5.227,009,705 

-8,934,809,205 

-8.073,864,275 
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Core Credit Book: BP sensitivities and Directionaiity of the book 

As spreads tightened the IG9 and S9 lOyr saw their duration increase while all other legs had a shrinking duration 

1- this created an increase on the expected loss of the tong risk that was amplified with the forward exposure 

2- the decompression created a long risk that was covered with a short risk in HY as the market rallied ( Var minimization) 

3- this long risk exposure should have been maintained ; this would have triggered an increase in RWA and Var 

4- the decompression trade in HY and Xover was never targe enough due to the legacy because we had to increase the 
position to defend the P&L hit without being able to stay long risk ( due to RWA & Var constraints) 

5- the decompression in S9 ( around 25%)^ave induced a natural increase of long risk circa 10B!n long risk in main and 
25Bln long risk in IG 


O 

5 


CS01 

AH trades 


iarniii 1 1 1 1 1 ^ 

KfeTilASIMilir.T.'Mi 


Main OTR Xover 


-917,243 

-1,390,000 

-1 ,215,000 

-1,807,218 

-2,307.243 

MainOTR IG 


4,769.661 

7,228,000 

6,318,000 

9,397,531 

11,997,661 

S9 Fwd 


6,679.847 

8,813,071 

11,930,941 

14,361,409 

16,559,999 

5yr IG OTR eq 


6.679.847 

8.813.871 

11,930,941 

14,361,409 

16,559,999 

Net Syr OTR 

0 

10.112,636 

-1,852,479 

2,785.531 

6,337,058 

9,326,438 

COX block 

All trades 

Start Jan Book 




HY OTR 


-4.931.075 

-2,971 ,231 

-3.154,973 

-6,011,681 

-7,902,307 

IG OTR 


26.134,700 

15,747,526 

16,721,358 

31.861,908 

41,882,225 

Hyotr 


-1.045.505 

-3,507,726 

-4,643,594 

-4,601,907 

-4,553,231 

HY10-11 

0 

1,045.505 

3,507,726 

4,643,594 

4,601,907 

4,553,231 

IG9 fwd 

0 

17.949.910 

24,593,370 

33,763,093 

42,307,868 

42,543,288 

IG OTR 


-17,S49,910 

-24,593,378 

-33,763,093 

^2,307,868 

-42,543,288 

Net IG OTR 


6,030,755 

-10,067,688 

-2,613,505 

-4,467,405 

-4,036,932 


Oi 
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Core Credit Book; P&L explain 


Positives 

+1020M USD 

Negatives 

-1820M USD 

Decompression 

+560M USD 

Steepening 59 and [G9 

-1000MUSD 

HY off the run 

200M USD 

Defaults 

- 150MUSD 

Carry 

+ 150M USD 

Duration effect 

- 450M USD 

New trades 

+ 110MUSD 

Equity tranche steepening 

- -220MUSD 


Book 

TOTALS 

Feb 

66,516,208 

March 

•12,239,142 

Current Book 
-180,141,486 

TOTALS 

-103,864.420 

Itraxx Block 

Xover/main ratio 


58,799,595 

44,189,466 

57,852,908 

0 

160,841,968 

S9fwd ratio 


-52,805.736 

-122,108,870 

-242,054,127 

-416,968,733 

Tranche P&L 


20,000.000 

-20,000.000 

-50,000,000 

-50,000,000 

New trades P&L 


50,000,000 

20,000,000 

0 

70,000,000 

directional 


12.522,349 

65,680,263 

54,059,733 

132,262,345 

IGbfock 

TOTALS 

-118,638,384 

-71,133,553 

-624,044,348 

TOTALS 

-713,816,284 

HY/IG ratio 


89.015.888 

120,496,700 

199,004,093 

408,516,681 

HY off ther un vs on the run 


181,036.597 

56.597,893 

-34,187,796 

203,446,695 

iGg Fwd 


-340,643,952 

-69,926,692 

-544,970,101 

-955,540,745 

Tranche P&L 


-35.000,000 

-70,000,000 

-65,000,000 

-170,000,000 

New Trade P&L 


20,000,000 

20,000,000 

0 

40,000,000 

directional 


-33,046.916 

-28,301,454 

-28,890,544 

-90.238,914 

Defaults 



-100,000,000 

-50,000,000 

-150,000,000 
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Core Credit Book: Series 9 steepening explanation : the forwards have lagged 
the 40bps market rally by 22 bps.... 


CDX IG9 


[Spread compfessio spread 03/D1/2012 spread 27/03/2012 Duration chge Spreadchge Duration adjusted Beta adjust Dur1 Dur2 


Syr 

7yr 

lOyr 

On the ain Syr 
S9 forward 
1G15 


48% 

37% 

26% 

32% 

22 % 

35% 


132 

140 

149 

121 

152 

111 


111 

82 

118 

72 


-23.00% 

-14.00% 

2 . 000 % 

-9.00% 

26.00% 

- 12 . 00 % 


64 

52 

38 

39 
34 
39 


90.90 

57.80 

37.51 

40.98 

26,06 

41.94 


92.3 

51.5 

29.3 
41.0 

19.6 
46.5 


0.97 
, 2.82 
5,26 
4.65 
4.29 
3.8 


Main S9 

Spread compressio spread 03/01/2012 spread 27/03/2012 Duration chge 

Spread chge 

Duration adjusted 

Beta adjust Dur1 

Dur2 


5yr 

48% 

170 

89 

-21.00% 

81 


79.5 

1.44 

1.: 

7yr 

34% 

189 

124 


65 

69.42 


3.23 

3. 

10yr 

26% 

195 

145 

20.000% 

50 

43.97 

26.3 

5.54 

5.' 

On the run Syr 

34% 

173 

115 

0.04 

58 

56.69 

40.0 

4,38 

4.- 

S9 fowacd 

22% 

206 

160 

36.00% 

46 

30.54 

16,9 

4.08 

4.. 


cn 

CD 

CO 


Component 

Itraxx Main S9 

COX IG 9 

10yr underpsrformance 

8 Bp 

1 Bp 

Steepening 

4 Bp 

4 Bp 

Duration effect 

4Bp 

10 Bp 

Beta adjustment 

8 Bp 

7 Bp 

Total 

24 Bp 

22 Bp 
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Core Credit Book: Analysis of the IG9 performance 

I 1G9 can be proxied as a normal JG index of 117 names and 5 HY Names ( MBtA, RADIAN, ISTAR, SPRINT, RR Donnelley) : 
i -The 5 names behaved like the whole HY market : they underperform the IG market and steepened a lot 

! - Their move relative to the rest of IG indices allows to explain most of the lag in iG9 curve but not all 

I - Yet 5yr IG9 outperformed by 3Bps, 7yr outperformed by 4 bps while lOyr underperformed by 2 Bps ; the net 

i P&L impact is -100M USD 
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Core Credit Book: The devii in the details 

i 1 -The steepening of the IG9 HY names was more aggressive than the whole 
I HY market ; this result In an underperformance of SOM USD 


OTR HYtiqhtenin 

15.100% IG910^ 

r impact 

IG9 HY block tiqh 

14% 

0.33 

HY off the run tiq 

29.733% iG9 7vr 

impact 

IG9 &vr Hv block 

21% 

3.17 

1 Yr HY tightening 

45%|iq9 5vr impact 

IG9 5vr HY block 

55%|- 

3.46 
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Core Credit Book; Summary 

1- the Book has been missing an extra 35M CS01 : this is a cost opportunity of 1.2 Bln due to the 40 bps rally in IG 

-this long risk shows naturally in the spread tightening and with the coming expiry of the shortterm S9 leg 

- it triggers a an increase in Var- stress Var- CRM- IRC-RWA across the board it we maintain the book balanced 

2- the need to reduce VAR - RWA and stay within the CS01 limit prevented the book from being long risk enough 

- as we bought protection on HY in the rally, we kept the 10%CS01 neutral to slightly bull 

- the slight bullish bias was dwarfed by the exposure in the forwards that kept increasing to protect the P&L 

3- Thus a decompression trade was put on in order to remain market neutral, but it increased the CS01 very fast 

- as a result a decompression trade built up both in Xover and Main ; it Is a good trade that performed well 
-yet, selling more protection in IG to balance the protection we bought in HY put us close to the CS01 limit 

4' The long risk exposure would likely have missed the first 15 bps and the realistic P&L miss is rather BOOM USD 

- despite the conviction on the rally in IG spreads, we needed to sell lOStn in main and 30Bln in IG ideally which 
is a significant bullish bet 

- in early February and early March, when spreads widened back, the book would likely have suffered a weekly 
loss of up to ZOOM each time ; this was notan acceptable P&L noise ....So the long would have been 
implemented slowly anyway 


5- carrying this long risk exposure would have triggered some brntal P&L swings of 1 00-200 in early February and March. 

- the book was aiming at fine tuning the P&L noise while reducing the risks and the notionals on opportunities 

- the losses coming from the IG forwards were already wild, so we waited before being outright long risk for fear 
the noise would just increase more 

6 
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Core Credit Book: Storyboard 

1- starting point initially the book kept deleveraging in January reducing the shorts in series 9 5yr, removing the short risk in iG, 
adding short risk in HY. The aim was to create some options on the book as in 2011 to reduce aggressively on opportunities. 

2- Mission : balance the book. : 

a-it was slightiy long risk since the 15**' of January 

• - b-some protection on HY was bought to reduce the loss on some HY defaults like Kodak and rescap 

c- put some decompression trade to go long IG and neutralize the cost of carrying the protection in HY 

3- Execution : it went all bad. .. 

- the forward spreads started underperforming and this created a residual long risk exposure that had to be 
covered to reduce the Var and RWA 

T the notionals in series 9 were too large and the loss was way larger than the small directional gain ( Jan and 
Feb) 

- The decompression in HY and Xover sped up in March and this put the book short risk and worsened the loss in 
the forwards 

4- What Happened? 

- January : tried to reduce the short in the 1G9 and S9 Syr but this pushed the forwards up and the potential was 
already 400M. We reported a loss of 130M USD YTD 

- February : tried to cover the HY downside risk to default and added to iG9 and S9 forwards in order to contain 
the P&L loss as decompression kept going. We reported a loss of 220M USD YTD 

-March : the notionals increased in forward position uselessly and loss accelerated to incredibly high levels. The 
move was too fast and painful. 

5- Plan 

-• put the book to sleep : to stop flagging our moves to the market 

- maintain a long risk bias with on the run IG indices to keep a good carry in front of the upside on defaults 

- buy up to 5Bln protection in IG9 0-3 lOyr and 2.5Bln Main s9 lOyr 0-3 to flatten the future default profile 


J.KMorsfan 
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Core Credit Book; Risk Management and execution mistakes 

I 1-The reduction of the 5yr IG9 and S9 early in January turned out to be a bad move ; 

- initially, sell 5 yr on a roll basis vs on the run IG indices allowed to reduce the short, improve the carry, reduce 
the sensitivity of the book towards flattening and pre-empt a tightening in IG spreads without increasing CS01. 

- the market players quickly steepened the S9 curves starting the underperformance of the forwards : because 
the slight tong risk bias was insufficient to cover the loss, we added back some flatteners to correct the hit 

2- The Kodak default triggered a second wrong move : 

- The loss viras SOM and we started covering the risk in February by selling HY14-HY17 indices that contained 
MBIA, Radian, MGIC, ISTAR given that RESCAP risk to default was growing. 

- However, by selling those series and targeting the “mortgage & insurance" related names, we aggravated the 
underperformance of the IG9 forwards because they contain MBIA, Radian and ISTAR 

-As a result, those names underperformed the whole market. Thus the decompression trade worked but the IG9 
forward especially underperformed in the rally and this is where the main long risk of the book Is. 

3- The Xover/ Main decompression trade ... 

- Due to the need to contain the RWA-Var complex, we sold protection on main while buying protection in Xover 

- This was a way to profit from either a recovery in Europe IG space without 

- The decompression in HY and Xover sped up in March and this put the book short risk and worsened the loss in 
the forwards 


4- What would have happened if none of these bad moves were initiated? 

- The decompression would have happened anyway and the forward underperformance may have been twice 
smaller or down 750. All these mistakes induced an increase in the forward positions to contain the P&L hit. 

- If the book had gone long risk hilly, the Var would have increased and the RWA as well ; likely 10-15 Bln RWA 
-The carry would have improved and the book would have had twice a weekly drawdown of 200M 


J.EMorgan 
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From: 

Sent: 

To: 

Subject: 


Achilles Maoris 


Redacted by the Permanent 
Sobcommittee on Investigations 


Wed, 04 Jan 2012 06:57:54 GMT 

'Marti n-Artajo, Javier X* <javier.x.martin-artajo@jpmorgan.com> 
FW: RWA reduction for Core Credit - scenario analysis summary 


Did you see this? 


From: Giovannetti, Alison C [m3ilto:alison.c.9iovannetti@jpmorgan.com3 

Sent; 03 January 2012 17:27 

To: Martin-Artajo, Javier X 

Cc; Macris, Achilles 0; macris@btinternetcom 

Subject: FW; RWA r^uction for Core Credit - scenario analysis summary 
Hi Javier, 


Left you a voicemail, can you give me a call +44 207 325 8025. 


Thanks 

Alison 


From; Wiimot, John 
Sent; 03 January 2012 15:37 
To; Giovannetti, Alison C 

Subject: FW: RWA reduction for Core Credit - scenario analysis summary 

We need to close the loop on cost of reducing another $5bn in RWA from the tranche book {to $15bn by 
YE2012, gradual reduction over the year). Ina, Javier and I weren't able to discuss this slide specifically as it was 
sent after our last call. If you can give me an estimate by EOO that would be helpful. Thanks. 

John C. Mrtlmot | Chief Investment Office | 13 iohn.vfilmoteUpfnorgan.cotn ( B Work: (212) 834*5452 ! * Cell: (917) 664*1690 


From; Grout, Juiien G 

Sent; Thursday, December 29, 2011 10:58 AM 
To; Drew, Ina; Wiimot, John; Martin-Artajo, Javier X 
Cc: Iksil, Bruno M 

Subject; RWA reducbon for Core Credit - scenario analysts summary 

Hi - please find attached a grid for the Core credit Book RWA reduction scenarios. Please note that we will not 
be able to make any sensible and efficient work on RWA for the core book without any 'marginals' numbers 
produced by QR. Currently any major reduction will lead to a very high cost though proportional reducing. 


Juiien 

This email is confidential and subj ect to important disclaimers and conditions including on offers for the 
purchase or sale of securities, accuracy and completeness of information, viruses, confidentiality, legal 
privilege, and legal entity disclaimers, available at http://www.jpmorgan.com/pages/disclosures/email . 


Confidential Treatment Requested by J.P. Morgan & Co. 


JPM-CIO-PSI 0001259 
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CORE Credit RWA Reduction Scenarios - Summary 


RWA Reduction 
Target 

$2B 

$5B 

$7B 

$10B 

Proposed 

Execution 

•Reduction of long dated 
equity long 
• IG9 roK 

•Short CDX.HY (old and 
new series) 

• the desk is currently 
implementing those 

• Same trades (as on the 
left) 

• 11% proportional 
reduction 

24.5% proportional 
reduction 

35% proportional 
reduction 

Execution Cost 

$101M 

$273M 

$362M 

$516M 

Carry Give up 
(FY2012) 

$90M if starting Q1 2012 

♦$134M if starting Q1 
2012 

•$123M if starting Q2 
2012 

•$93M if starting Q1 2012 
•$70M ifslartingQ2 2012 

•$133Mlf Starting Q1 
2012 

•$100M if starting Q2 
2012 

Default Profile 
(first default) 

•CDX.HY: +$32M 

•CDX.IG; +$21 9M 
•rrraxx: +$207M 

•CDX.HY: +$28M 
•CDX.IG; +$195M 
•iTraxx: +$184M 

•CDX.HY: ($19aM) 
•CDX.IG: +$166M 
•iTraxx : +$168M 

•CDX.HY; ($171M) 
•CDX.IG; +$143M 
•iTraxx: +$145M 

Default Profile 
(second default) 

•CDX.HY; +$25M 
■CDX.IG: +$22gM 
•iTraxx: +$225M 

•CDX.HY: +$22M 
•CDX.IG: +$204M 
•iTraxx: +$200M 

•CDX.HY; ($39M) 
•CDX.IG: +$22eM 
•iTraxx; +$229M 

•CDX.HY: ($33M) 
•CDX.IG: +$ig6M 
•iTraxx: +$197M 


1600 
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From: Drew, Ina <Ina.Drew@jpmorgan.com> 

Sent: Sat, 07 Apr 2012 16:40:15 GMT 

T Goldman, Irvin J <irvin.j.goIdman@jpmchasexom>; Wllmot, John 

' <JOHN.WILMOT@jpmorgan.com> 

Subject: Fw: Sunday call 


I am going a deep dive tomorrow in prep for a review with doug/jamie 


From: macrts©] 

Sent: Saturday, April 07, 2012 02:50 AM 
To: Drew, Ina 

Cc: Martin-Artajo, Javier X; Adam, Phililpa C 
Subject: Sunday call 

I am changing my flight to return to London Sunday early morning GMT — any time is fine for me. 
How about Sunday 14.00 EST - 19,00 GMT ? 

Javier we can take the call together from my flat if you like 


From: "Drew, Ina" <lna.Drew@jpmorgan.com> 

To: “Martin-Artajo, Javier X" <javier.x.martin-artajo@jpmorgan.com>; ''[nacrjs@imHHIIIi 
Sent: Saturday, 7 April 2012, 1:56 

Subject: Re: Credit 

Give me a time Sunday that works for you. 


From; Martin-Artajo, Javier X 

Redacted by the Permanent 

Sent: Friday, April 06, 2012 04^42PM 

Subcommittee on Investigations 

lu: Drew, Ina, induib: 0 ||||||||||[||||[^ 

Subject; Re; Credit 

Will do . Thank you . 


From : Drew, Ina 

Sent: Friday, April 06, 2012 09:22 PM 

Cc; Martin-Art^onavie^ 

Subject; Re; Credit 

Ok. Thanks. Maybe we should review what you have Sunday. Let me know 



From: macris(§ 

Sent: Friday, April 06. 2012 04:04 PM 
To; Drew, Ina 
Cc: Martin-Artajo, Javier X 
Subject; Re: Credit 

Hi Ina, 

We spoke with Javier at length following our conversation. We will be prepared for the call on Monday.. 


Confidential Treatment Requested by J.P. Morgan & Co, 


JPM-CIO-PSI 0001582 
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Javier is convinced that our overai! economic risk is limited. There is no default event to amplify our losses as the 
same critical names are part of our short in HY and our long in IG. 

Any further draw-down, will be the result of further distortions and marks between the series where we are holding 
large exposures. This clearly needs to be estimated with miich more precision. 

I also have no doubt that both time and events are healing our p>osition. I am however unsure on the potential 
magnitude of an "one touch" draw-down for Q2 which is highly dependant on marks. 

Both Javier and Bruno continue to be extremely concerned about the confidentiality around our specific large 
exposures. The press seems to be referring to CIO position size which is different to the overall JPM size on the same 
instruments. Additionally, there were some specific HP's calling our team and trying to get information from both 
front-office and infrastructure personnel (!). 

As you know, I am not regularly giving much credence to such rhetoric. I have nevertheless asked for a summary of 
the specifics for your information. 

Best, 

Achilles 


From; "Drew, ina" <lna.Drew@jpmorgan.com> 

To: "Macris, Achilles D" <achilles.o.macris@jpmorgan.com>; 

Sent: Friday, 6 April 2012, 17:13 
Subject: Credit 

Jamie and Doug want a full diagnostic monday. I will need it Sunday night. More focused on p 1 than rwa at moment 
as I indicated. I'm not comfortable with the level of analysis so far. I tried to reach you by phone and text. 

This email is confidential and subject to important disclaimers and 
conditions including on offers for the purchase or sale of 
securities, accuracy and completeness of information, viruses, 
confidentiality, legal privilege, and legal entity disclaimers, 

available at bttp:// wvvw. jpmQrg an .bQm/pagss/diss,Iflsures/ejnail- 

- Redacted by the Permanent 
Subcommittee on investigations 


Confidential Treatment Requested by J.P. Morgan & Co. 


JPM-CIO-PSl 0001583 
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From: Martin-Artajo, Javier X <javler.x.martin-artajo@jpmorgan.com> 
Sent: Mon, 09 Apr 2012 1 1 :49 : 16 GMT 

To: rnacris@|||HIH||iDrew, Ina <Ina.Drew@jpmorgan.com> 

Subject: One point about yesterdays call 


Ina , 

When you asked last week about what we needed to do jn the Core Book I forgot to mention yesterday 
that the book as it is is stable and does not need to be rebalanced unless there is a credit event . So at this 
point with ail major risks balanced the book as it is we do not need to trade in the market for a few months 

Regards 
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From: Braunstein, Dougias <Dougias.Braunsteln@jpmorgan.com> 

Sent: Tue, 10 Apr 2012 18:49:24 GMT 

To: Alvelo, Alexandra X <aiexandra.alvdo@jpmorgan.com> 

Subject: FW: 8:30am Calls Set up for Wednesday and Thursday 


Must do 

Douglas L. Braunstein | Chief Financial Officer | JPMorgan Chase & Co. 
270 Park Avenue j New York, NY 10017 j Tel. 212-622-1020 j 
jeFax: 917-464-7578 

e-mail; dougias . braunsteiniSiDmorgan . com 


From; Drew, Ina 

Sent: Tuesday, April 10, 2012 2:19 PM 

To; Dimon, Jamie; Braunstein, Douglas; Zubrow, Barry L; Hogan, John J.; Staley, Jes; Maoris, Achilles 0 
Cc: Serpico, Gina; Wilmot, John; Goldman, Irvin J 
Subject: 8;30am Calls Set up for Wednesday and Thursday 

! am setting up a call on Wed and Thurs (we will continue Monday or as needed) for this groupto get updates on the Credit 
Book and make sure we are ail up to date, t want to make sure that we are responding appropriately to all of the deliverables 
and questions. We can also report back on our individual discussion with regulators, analysts, press etc. Gina will contact 
your admins and set up a dial in from my office. If you can call inor come that would be helpful. 

Thank you for your help and support, 
ina 
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From: Iksil, Bruno M <bruno.m.iksil@jpmchase.com> 

Sent; Wed, 22 Feb 2012 12:14:48 GMT 

j Marfn-Artajo, Javier X <javier.x.martin-artajo@jpmorgan.com>; Perryman, Andrew X 

■ <andrew,perryman(a)jpmorgan.com>; bemer, andy x <andy.x.berner(a)]pmchase.com> 
Subject; core credit latest version 
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Credit book YTD story 


The book is using the remaining liquid tranche markets to receive Syr into 1yr forward spreads 
The Core credit book was up 350M in 2011 ( up 2.1 Bin since 2007) 

The loss YTD 201 2 mostly from off the runs underperformance vs on the run indices 

ToW'euHG' 


•YTO IR Hedges rJEWlNVESTiENTS! 


HYbS MG US TOTAL OS 


IMain&l iG default 


off the runs forwards mean rever 


end Q1 2012 ; central scenario, 
off the runs forwards partly mean 


Revert - No IG default 


Q1 2012 : Worst case, 
adverse HY defaults 
off the runs forwards further drift a\ 


J.PMorsan 


1607 



o 


Credit book Main feature ; carry-convexity- default exposure all positive! 

Negatives ? : some HY 10-11 specifics, off-the-run to on-the-run basis MTM 

The book conveys a daily positive carry of 1M$ to 1.5M$ , provides upside on gap risk, upside on IG 
index based defaults ( ail IG series both CDX and Itraxx from series 9 to on 16) and some US HY 
indices 

The book would lose money on some US HY specific defaults (30-40M$ per name) or on motionless 
markets ( curve steepening and no spread volatility) 

The Core book will trade on the bullish side (risk wise) given the positive convexity and the general 
outlook.... 

4 The potential P&L recovery until Dec2012 is estimated at : 500IVI$ ( out of other trading gafns/losses) 

HI Carry ( 40M$ per month) : 350M$ 
a Default gains vs losses :150M$ 

I (conservative assumptionsO : 6 “adverse" default and 1 “favorable” default in Main, IG and HY) 

I - 6 Adverse default in Hy 10 and hy 11 serie would cost circa 100M$ { 15M$ on average per default) 

I — 1 default in Itraxx Main would bring in 70-1 00M$ 

! ~ 1 default in 1G9 would bring in 70M$ 

I -■ 1 default in HY14“hy1 7 would bring 50-1 00M$ 
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Annexes 

Annex 1 : P&L drill down analysis 

Annex 2 : Forward credit spreads, rationale and carry 

Annex 3 : default exposure analysis 

Annex 4 : main bullet points end of January 2012 

Annex 5 : CDX IG 9 “ skew story” beneath the current underperformance 
Annex 6 : The need for hedging interest rate exposure on forward credit spreads 
Annex 7 : core versus Tactical : same view but different implementations 
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Annex 1 : Credit book YTD P&L history : tactical and Core ( 10-20 times larger) 
P&L move in opposite directions 
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annex 1 : Credit book : “new investment” P&L history breakdown : CDX IG9 had 
un expected behaviour.... The rest of the book has performed in line... 


• Strategy 27A—< — Strategy27B Strategy27C — ^Strategy27D -o— NEW INVESTMENT^ 


Itraxx leg has a 30tn 10% CS01 
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annex 1 


whole book history 


600,000,000 


400,000,000 


‘Sum of Spr+10% 
Sum of AttOefault 

• Sum of Up50% 
■convexity +/- 60% 

• Sum of Spr01 


•5,000,000 


200 , 000.000 


• 10 , 000,000 




-15,000,000 




- 200 , 000,000 


-20,000,000 The risk profile of the 
book was balanced as 
early as January the 
10th 


-400,000,000 


-600,000.000 
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annex 1 ;The series 9 forward spreads underperformance YTD 2012. ....stable 
now 


IG9 tend to drift further 
while credit spread 
settle : PNL hit in Feb 


40MUSO 






beta adjusted IG9 fwd perf In BF 
IG9 5into1 fwd 
SG14 Syr spread 




12-Mbr-12 


OSfOed-l.r . -23-Di^f.tJ 
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annex 1 : The HY11-10 series kept underperforming Hy14-17 


KODAK has filed for 
bankruptcy ; the HY curve 
flattens while the HY spread 
rally 


beta adjusted HY performance in BP 


ALLY states that they 
prepare a Bey filing for 

RESCAP : P&L hit in Feb 
60 U 




:i2iJah- 


HY performance 


DJ CDX.NA.HY 100 Series 14 (5Yr) Swap; 
JPMorgan CDS Spread Mid 
DJ CDX.NA.HY 100 Series 10 (7Yr) Swap 
JPMorgan CDS Spread Mid 


Wsi. 
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Annex 1 ; P&L summery YTD Feb 22""^ 2012 


Core P&L 
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annex 2 :The opportunity on the credit forward curve The forward yields have barely 

changed since 05 .. The IG9 is the right spot despite the 5 risky names 
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annex 2 : Syr x Syr Forward yield history 
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Annex 2 ; The fonward credit spreads lagged the Syr credit spread tightening 
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Annex 2 ; The book has a positive daily carry of 1m$ to 2m$ depending on spread and 
curve levels 


ca rry 


Block 

gross carry 

fwd roll down 

itraxx 

500,276 

1,152,241 

cdx ig 

891,954 

1,900,639 

cdx hy 

-825,139 

-1,628,535 


total 


567,091 


1,424,345 
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Annex 3 : Book exposure to riskiest names 


[Couatrywide 
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RR donneley 
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[hovnaniaTT 


|CAESAR~Efti 


Clear Channri 
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Annex 3 : Post Kodak and RESCAP auctions and implied Hard losses: HY curves look 
steep but consistent... Hy 14 to hy16 anticipate 1 to 4 more defaults than HY8 to hy1 1 series 
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spread vs T current curve and forward curve post 
kodak and RESCAP 
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Hard loss 

Index 

0.70% 

HY8 5 yr 

0.70% 

HY8 7yr 

1.30% 

HY9 5yr 

1.50% 

HYlOSyr 

2.00% 

HY10 7 yr 

1.80% 

HY11 Syr 
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HY11 7 yr 

3.00% 

HY14 5 yr 

3.50% 

HY15 5yr 

4.00% 

HY16 5 yr 
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HY17 5yr 
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Name Eqty Tkr 

Hellenic Telecommunications Organization O.S HTO GA 

Banco Espirito Santo SA 0^ BES PL 

Portugal Telecom International Finance BV 0.8 13322 NA 

Dixons Retail PLC 0^ DXNS LN 

EDP - Energias de Portugal SA 0^ EDP PL 

Peugeot SA 0^ UG FP 

Finmeccanica SpA 0^ FNC IM 

Banca Monte dei Paschi di Siena SpA 0^ BMPS IM 

Telecom Italia SpA 0^ TTT IM 

UniCredil SpA 0.8 UCG IM 

Lafarge SA 0^ LG FP 

Renault SA 0^ RNO FP 

Intesa SanpacJo SpA 0.8 ISP IM 

Continental AG 0^ CON GR 

Telefonica SA 0^ TEF SM 

Banco Bilbao Vizcaya Argentaria SA 0^ B8VA SM 

Assicurazioni Generali SpA 0^ G IM 

Banco Santander SA 0^ SAN SM 

Royal Bank of Scotlartd PLCrThe 0^ 2783Z LN 

ThyssenKrupp AG 0^ TKA GR 

Societe Generale SA 0^ GLE FP 

Deutsche Lufthansa AG 0.8 LHA GR 


5 Yr CDS Tkr 
"COTEIES 


. ICPORT1E5 

IcDixTES 


iCPEUGIES 
|CFMEC1E5 
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annex 3 ;US risky names CDX IG series 9 



M 

Eqty Tkr 

CorpTVr 

5 Yr CDS Tkr 

Spread 

Radian Group Inc 

0.8 

RDN US 

RDN 

CRDN1U5 

1993.395 

MBIA Insurance Corp 

m 

16302ZUS 

MBI 

CMBIN1U5 

1278.682 

iiiiiiiiimiii 1^— 

m 


S 

CT357422 


iStar Financial Inc 

ES 

gmBii 

SFI 

CT351304 


RR Donnelley & Sons Co 

0.8 

RRD US 

RRD 

CX359760 

778.621 

Jones Group Inc/The 

0.8 

JNY US 

JNY 

CJNY1U5 

518.773 

International Lease Finance Corp 

0.8 

0067543Q US 

AIG 

CILFC1U5 


Liz Claiborne Inc 

0.8 

LIZ US 

LIZ 

CLIZ1U5 




PHM US 

ijQm 

CPHM1U5 

379.518 

Computer Sciences Corp 


CSC US 


CCCS1U5 

360.08 

JC Penney Co Inc 

m 

JCP US 


CJCP1U5 

337.314 

Gannett Co Inc 

0.8 

GCI US 

GCI 

CGCI1U5 

maim 

Lennar Corp 

m 


LEN 

CLEN1U5 


American International Group Inc 

m 



CAIG1U5 

297.043 

Alcoa Inc 

m 


{9H 

CAA1U5 

291.697 


TJ 

3 

6 

9 

TJ 
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Annex 3 : US risky names HY : yellow names in short risk positions, blue names 


in all series ( longs and shorts) 


Name 

wStl 

Sqty Tkr 

Corp Tkr 

5 Yr COS Tkr 

Spread 

RY17 

HY16 

KY15 

HY14 

HY11 

HY10 

HY9 

HY8 

E'nerav Future Hoiainns Corp 

1 

■OOJ US 

TXU 

CTXU1U5 

2404.219 

0 

1 

1 

1 

1 

1 


7 


1 

sraooaz us 

TSSCAP 

0X351294 

2336.506 

1 

1 

1 

1 

1 




Radian Group IrK: 

1 

RON US 

ilDN 

CRON1U5 

2302.166 

1 

1 

1 

1 

1 

0 


0 



156S7ZUS 

aov 

CT357624 

1984.469 

1 

1 

1 

1 



1 

1 

MGIC Investment Coip 

1 

MTG US 

WTG 

CMTGHUS 

1726,136 

1 

1 

0 

0 

0 

0 

0 

0 

Caesaie Entedslnmenl Oaeraiing Co Inc 


161242 US 

^ET 

CT3564S7 

1652.033 

1 

1 

1 

1 



1 

7 



I 

o 

c 

CCMO 

CCCU1U5 

1617.862 

1 

1 

1 

1 


1 


7 


1 

16302Z US 

MBI 

CM8IN1US 

1270,682 

1 

1 

1 

1 

0 

0 



Alcatel-Lucent USA Inc 

1 

LU US 

ALUFP 

CLU1U5 

1208.129 

1 

1 

0 

0 

0 

0 


1 

SaDre Holdings Corp 

1 

TSG US 

TSG 

CTSG1U5 

1136.281 

1 


1 


t 

1 

1 



1 

3362726Q US 

REALOG 

CX404670 

1110.035 

1 

1 

1 

1 

1 


1 


SUPERVALU Inc 

1 

SVU US 

SVU 

CSVU1U5 

983.18 

1 

1 

1 

0 

0 

0 

0 



1 

asH us 

RSH 

CRSH1U5 

931.327 

1 

1 


1 

1 

1 

1 

7 


1 

aan us 

BZH 

CB2H1U5 

864.397 

0 

0 

1 

1 

1 

1 

1 



1 

S US 

S 

CT3S7422 

838.338 

1 


1 

1 

1 

0 

0 



1 

PDC us 

FDC 

CT3SS304 

820.722 

1 

1 

1 

1 


1 

7 



1 

MTOR us 

MTOR 

CARM1US 

791.69 

1 

1 

1 

1 


1 

1 

7 

Eraniler Communlcalloos Cofp 

•) 

FTO US 

IH 

CC2N1U5 

757.388 

1 

1 

1 

1 

1 

1 

1 

7 


1 

SFI US 

SFI 

CT351304 

753,993 

1 

1 

1 

1 


0 




1 

036102 US 

AKS 

GAKS1US 

715.298 

1 

1 

1 

1 

1 

1 

t 

7 


1 

RAOlil 

kA6 

CRAD1U5 

712.569 

1 

1 

1 

1 

1 

1 

7 

7 


1 

NRG US 


CT3 56322 

706.512 

1 

1 

1 

1 

1 

1 

7 



1 

8222737Q US 

F^L 

CX355484 


1 

1 

1 

1 

1 

1 


1 


1 

TOY US 

TOY 

CT0Y1U5 

679.055 

1 

1 

1 

1 



0 

7 


1 

80892 US 

LEVI 

CT3573t7 

629.5 

1 

1 

1 


1 

1 

7 

7 


1 

MCM US 

MGM 

CMGQ1U5 

615.943 

1 

1 

1 

1 

1 

1 


7 

Forest Oil Corp 

1 

FSTUS 

FST 

CT355400 

598.789 

1 


1 

1 

1 

1 

7 

7 


1 

OF US 

OF 

CT363784 

590 521 

1 


1 

1 






1 

or US 

GT 

CGT1U5 

560.604 

1 

1 

1 


1 


7 

1 


1 

KBH US 

KBH 

CKDH1U5 

559.419 

1 

1 

1 

1 

1 

1 

7 

7 

AUs Budget Car Rental LLC / Aiits Budget 1 

1 


CAR 

CX3T6680 

544.631 

1 

1 


1 

I 

1 

7 

7 

tenet Healthcare Corp 

1 

THC US 

THC 

CTHC1U5 

541.306 

1 


1 

1 


1 

7 



1 

CHK US 

CHK 

CCHK1U5 

535.84 

1 

1 

1 


1 

1 

7 

7 


1 

1S863ZUS 

AXL 

CT37029Z 

514,114 

1 



1 

1 

1 

7 

7 


1 

NMG/A US 

NMG 

CNMG1U5 

497.103 

1 

1 

1 

1 

1 


7 

1 

Cooper Tire & Rubber Co 


CTB US 

CTBUS 

CCOOP1U5 

485 533 

1 

1 

1 

1 

1 

1 

7 

7 


1 

0O67543Q US 

AIG 

C1LFC1U5 

479,51 

1 

1 

T 

1 



0 

0 



RCL US 

RCL 

CRCL1U5 

479,143 

1 

1 

1 

1 

1 


7 

7 

HCA Inc/DE - Pm 2010 IPO 


36058180 US 

HCA 

CHCA1U5 

44S.44S 

1 

1 

1 

1 

1 

1 

7 

7 


I 

764 1440 US 

SD5INC 

CX356791 

441.536 

1 

1 

1 


1 

1 

7 

7 


T 

UlS US 

UlS 

C7357681 

425.144 

1 

1 

1 

1 

t 

1 

7 

1 


1 

ALLY US 

ALLY 

CGMAC1U6 

424,962 

1 

1 

1 



0 




1 

766481ZUS 

HTZ 

CHT21U5 

421.172 

1 

1 

t 

1 


1 

7 

7 


1 

SPF US 

SPF 

CSPF1U5 

412.885 

1 

1 

1 


1 

1 

7 

7 


1 

129102 US 

cve 

CCVC1U5 

401.053 

1 

1 

1 

1 



7 

7 


1 

AMO US 

AMD 

CT355268 

398.431 

1 

1 



1 

1 

7 

7 


1 

0« US 

OI 

COI1U5 

398.256 

1 

1 

1 

1 

1 

1 

7 

1 

United Rentals North America Inc 

1 

167302 US 

URI 

CRinus 

397.155 

1 

1 

1 

1 

1 


7 

7 


1 

WIN US 

WIN 

CT3S9313 

393.41 

1 

1 


1 

1 

1 

7 

1 

Liz Cla borne Inc 

1 

LIZ US 

LC 

CLIZ1U5 

390.819 

1 


1 
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Annex 4 ; Credit book build-up and RWA actions 


The book receives the forward 5 into 1 yr credit spread in IG and rolls down the US HY curve 

B CIO opted to receive the forwards on IG series 9 and HY series 10-1 1 in order to use the liquid tranche 
markets 

H The tranches allowed to create positive convexity in spread volatility and jump to defaults ( AMR) 
aa Each bucket ( Itraxx Main, CDX IG, CDX HY) has been beta hedged with its respective on the run index 

RWA reduction actions 

n The natural volatility and P&L noise of the Forward positions was reduced in 201 1 by beta hedging each 
bucket ( Var optimisation) 

s The “carry- roll down" of the forward positions was used to finance upside on systemic and idiosyncratic risk 
with tranche positions. The term structure on equity tranches and indices was the best opportunity in 201 1 
s With an updated data on detailed RWA scenarios (Last update was In March 2011) a further material RWA 
reduction is possible at minimum cost for 2012. 

The Skew and basis theme ; main source of P&L noise 2012 YTD 

B CIO sells protection on the S9 long term index when correlation desks-HF-dealers buy protection because 
this is the only liquid access to protection on risky and well distributed names. CIO would benefit also if 
those names defaulted... 

IS The owners of this protection got short squeezed and act to limit the tightening of the S9 series 
m The tiling of KODAK in US HY did not stop the rally in HY but made our long risks under-perform the market 
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Annex 4 ; Credit book profile P&L summary table as of January 31 2012 




c 


1 The main P&L driver YTD was the underperformance Beta adjusted of the series 9 forwards 

s The largest loss comes from the best performer of the 3 buckets, ie CDX 1G9 ( implied Loss 
150M USD) 

B The second loss comes from the US HY position : the HY market outperformed IG while we 
have a decompression trade ( implied loss 100MUSD) and the filing of KODAK generated 
another SOM USD drawdown 

B The Itraxx position is lagging but not materially ( 40M USD Loss). The interest rate hedge cost 
another 20MUSD. 

The main positive P&L contributors are carry and New trade 

B CIO sold protection in IG on the run series with a bullish view ( gain 200M) 

B The carry of the book YTD is estimated positive 50MUSD 

The Skew and basis theme : CIO owns the liquidity and the exit for the protection buyers 

a If the names default, the SKEW trades will look to unwind, ie sell protection on IG9 lOyr and the 
will collapse the IG9 forwards ( same applies to iT raxx S9 series) 

n If the spreads tighten further and the liquidity in the cash market comes, the Skew will tighten 
and the skew arbs will also look to unwind, ie sell the protection in iG9 10yr. ( same applies to 
iTraxx S9 series) 

B In both case, CIO can expect to gain 300-400M protection owners look for a way out. 

B Further drawdown is possible as the credit spreads keep squeezing and protection owners in 
S9 IG indices look to hedge their short risk. 
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Annex 5: IG9 skew “arb” : fair value to index price is 50-70 cts 


start expiry T 
IG9 Syr 03/02/2012 20/12/2012 0.891667 
CDS 4x1 20/03/2013 20/03/2017 4.058333 
IG9 lOyr 02/02/2012 20/12/2017 5.966667 
ig9 03/17 03/02/2012 20/03/2017 5.2 

FWD ig9 20/03/2017 20/12/2017 0.763889 
slope 4x1 02/02/2012 20/03/2017 5.202778 


0.93% 

1.306% Simul Price riiff miri point 
1.22% 1.31% 0.55% M slope 

1.24% target riuration 

1.80% simul slope 
12.26791 15.34 


Trading cost 

loss bid loss ask trading ccT simul ig9 actual Indslope cost 

index 7.18% 7.63% 0.44% 5.202778 0.51% 0.18% 


14.10% 


2.920833 Loss bid Loss ask implied bid implied offr duration Do rate 
0.19% 7.18% 7.63% 1.27% 1.35% 5.657473 5.878542 1% 

5.583333 


T3 

3 

6 


O 

O 

o 


o 
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actual slope cost 
1.044% 


J.R Morgan 


1630 



o 


&> 

? 

(D 


(D 

C 


y 

3 


o 

(O 

fl) 


(?o 

O 


o 


■D 

3 

O 

o 


o 

o 


o 


Annex 5: IG9 Skew “arb” : Commentary 

IS The dealers state that the IG9 lOyr trades 10-15 bps tight to the single names, among which yoii find Radian ( 
60% full upfront) MBIA (45% full Upfront) SFI (70% full upfront) RRDonneiley { 33%upfront) and sprint ( 35% 
upfront). These 5 names weight 25% of the whole loss of the index and an estimated 35-40% of the slope 
trading cost. 

B The high dispersion level of the index (which fair value is around 130-140 bps in any case) creates distortions : 
as it turns out, it one looks at the skew in IG9 lOyr it quotes 65cts-75cts (or 12-1 5bps index equivalent). If one 
computes the average running from the components, on gets to 170Bps ( for an official quote around 122 on the 
index hence an apparent 48bps "basis”). But the price quote is in upfront with totally matched coupons : the 
reason is found in the presence of those 5 names above. Because they could really default any day no one is 
interesting in the running. 

s So I wanted to compute the price in upfront of the basis from the single names. Yet the Syr CDS matures in 
March 2017 while the IG9 lOyr matures in December 2017. So I need curves and a forward analysis to get to 
the extended maturity of the IG9 lOyr. Here I got (from the mid of the 5yr CDS) that the index should trade at 
133 while the index was 121 mid. This is equivalent to 67cts in upfront. Interestingly CSFF and BARCLAYS and 
BOA send quotes on the ig9 lOyr skew like 65-80cts. So 1 am on track. Now BNP states on and on that the Fair 
value of the index is like 40 bps away from market price. 

» What this suggests if that those dealers offer a free entry ticket to the skew trade ie, they incentivise investors to 
sell them the skew ie sell protection on single names to buy protection on the index. 

a Then I looked at what it would cost to trade a slope or a forward spread like IG9 1 0yr vs IG9 5yr ( maturing in 
dec2012). I assumed that the IG9 Syr having only 1 1 months to live cannot be far from the single name 
equivalent. Now, there is almost no quote on the 1 yr cds except for the riskiest names, I looked then at what Is 
the cost to trade the Syr alone and the ig9 Syr vs IG9 lOyr one for one in single names : the cost for the ig9 
lOyr alone is Slot. The cost to trade the forward is 104cts. The index itself as such costs IScts. So, the "skew 
arb" reflects merely the cost for anyone to neutralize an index exposure with single names. This means that, 
anyone entering the skew trade at say 65cts is likely to lose money if he tries remove it piece by piece (51 cts in 
CDS and 15cts in index on perfect exec). He is su|g to lose money if one tries to wedge the baiBMtthgaiwards. 

la Only a spread compression and a dramatic improvement in liquidity would improve the quotes such that the 

cb-xMiu »<uniilrl he» trorlorl rviif cofeth/ I iiief tarart+oH tn moifa euro that iho niirrihare \«ioro r>nr»eicfonf horo 
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Annex 5; IG9 skew “arb” ; Commentary (continued) 

s Now, some players, aware of the liquidity trap that is here, simply buy the index protectionon 1G9 
10yt and sell protection on the on-the-run to leverage a cheap protection on the 5 widest names. 
Here they lock in say TOcts from ig9 and give up say 25cts ( 6bps) ie save say 45cts on the index ( 
120 names) tor 5 names or approx 10-11% in upfront for a group that has on average 45% full 
upfront. Given that the recovery can be assumed to be 30% { total loss of 70%) they mostly 
improve the reward if all those names file : instead of making 25% { 70%-45%) they would make 
35% , ie 1 0% more. 

s Now, it the market rallies and names do not default altogether the odds are not so good ; because 
they pay this protection and will need to lock a skew trade at one stage. If we just assume there is 
no default in 6 months, they will likely lose 1 0pts ( CDS will roll down and tighten). More they might 
have to sell back some CDS ( 4pts cost to trade the pack). The only cheap way out is to sell back 
the IG9 lOyr. Now, because the index is a high beta one to the on-the-run index, a rally like the 
one we see is hurting them if only because of the PV effect related to the tightening. 


a I need to produce the charts displaying the curves I know. But I will only be able to simulate what 
the curve should look like. Because only the Syr really trades. Comes the roll in March, June and 
September this year, the forward extrapolation will weigh less and less and the chance is that no 
defaults in the pack will tighten the skew. Here the skew guys will try to exit and pressure the 
leveraged short guys to exit too. The trade we have is perfect in that regard because we will have 
the leg all these guys need. 
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Annex 6 : 5yr yield history 

Recently the forward credit yields have tightened with a high beta to the Syr TSY yield 


Syr tsy yld vs IG Fwd since April 2010 
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Annex 6 : Syr yield history 


The broader historical picture shows almost no correlation between Syr TSY and forward credit yields 
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Annex 7 : Tactical and Core.. Same views, different implementations 

1. Core and Tactical views : monetary policy creates carry incentives but is dangerous game with 
bonds 

B Receive IG forwards vs on the run, roll down HY curve vs on the runs 
« target upside on defaults- maintain positive convexity 
B Maintain a short risk in bond futures for fear the govt market cracks 

2. Different implementations : core focus on credit only, tactical uses equity options 

a Core source positive gamma from long term equity tranches and index flatteners 
a Tactical sources gamma and vega from equity markets 

B Core P&L suffers from its size, credit only exposure and bearish bias ( no drawdown allowed) 
a Tactical P&L suffers from temporary regime shifts but is less liquidity dependent in rallies. 

3. Positive and negatives 

ta Positive for core : core target liquidity traps 

B Positive for tactical ; tactical is more daily event driven and not dependent on liquidity fights 
a Profiles are different : 

- size : Core is downsizing while tactical is stable and much smaller 

- Carry : Core is not meant to carry positively while tactical may within its drawdown limit 

- Strategy : core targets medium-long term disagreements with markets while tactical uses 
opportunistically exogenous events. 


J.K Morgan 
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From; Macris, Achilles 0 <achilles.o.macris@jpmorgan.com> 

Sent: Thu, 08 Mar 2012 11:39:34 GMT 

To; Martin-Artajo, Javier X <javier.x.martln-artaio@]pmorgan.com> 
Subject: FW: CIO CRM results 


what is going on here? 


From: Drew, Ina 
Sent: 08 March 2012 00:29 

To: Maols, Achilles O; Martin-Artajo, Javier X Redacted by tbePcmiincnt 

Cc: Goldman, Irvin J; Welland, Peter Sobcorenittec on lavestigatioDS 

Subject: Pw: GO CRM results — 

Not consistant with your take. Let's discuss thurs. 


From: Venkatakrishnan, CS 

To: Drew, Ina; Hogan, John J.; Bacon, Ashley; Goldman, Inan J; Weiiand, Peter 
Sent: Wed Mar 07 19:12:25 2012 
Subject; Fw: GO CRM results 

Ina, 

There are two related issues. The first is the S3bn Increase in CRM RWA between Jan and Feb, from $3.1bn to $6.3bn. The 
second is that your group believes that the absolute level of CRM RWA we calculate was high to begin with in Jan. The second 
question requires us to explain our models to the satisfaction of your team, i am in London and spoke with Javier today and 
we will make this an urgent matter. 

Based on our models, though, we believe that the $3bn increase in RWA is entirely explained by a S33bn notional increase in 
shprt protection (long risk) In your portfolio between Jan and Feb. See table below. 

Peter Weiiand and your mid-office confirm this $33bn notional increase in long index risk. Further we both agree that this 
position change results in a change of about SlSOmm (a decrease) in 10%CSW. Per our models, a roughly lOK capital charge 
(S3bn) on this $33bn increase in risk is reasonable. 

Also, to be dear, there has been no model change on our end; the change in RWA fortranches has hardly changed over the 
month. 


I understand that we need to build your confidence in our models themselves but, given our models, we believe the increase 
in RWA is welt explained by the build up in your risk positions. 

I wilt call you tomorrow from London to follow up, but you can reach me at 

Thanks, 

Venkat 


From: Bangia, Ani! K 
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Sent Wednesday, March 07, 2012 06:35 PM 
To: Venkatakrishnan, CS 
Subject: QO CRM results 


standalone CRM Nat 

($MM) NetionaKSMM) Position Count 



Jan 18th 

Feb 22nd 

Jen 18lh 

Feb 22nd 

Posfbon 

Jan 181h 

Feb 22nd 

Count 

All CIO Positions 

3,154 

6,301 



Increase 

25,291 

26.927 

Increase 

Index CDS: All Positions 

2,043 

6.224 




16.833 

19,160 


Index CDS; Common Positions 

651 

646 




15817 

15817 


Index CDS: Rolloff Positions* 

. 4,037 


S5,091 . 



1,016 



Index CDS: New Positions 


. ».S?9 


8 a. 61 B 

33,527 


3.343 

2,327 

Index Tranche; All Positions 

2.814 

2,816 




8,445 

7.758 


Index Tranche: Common Positions 

1.972 

2.174 




7,334 

7,334 


index Tranche: Rolloff Positions* 

1.464 





1.111 



Index Tranche; New Positrons 


1.416 





424 



* Includes 421 Dummy PCM Trades lhat were removed from PCM feed (4 CDS/227 Index CDS/190 
Tranches) 
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SruRO- can you read (tie below draft and let me know If yiHi agree /w the potnD-thMmnecdtBteOavierantioardw/tMi before we tend out formal limit request 


PrwK Stephan, Keith 
S«it: 16Fetru8ry2DU17d» 

To: Wedarad, Peter 

Cc: tec, }anet x; Chandta, Sameer X 

SubHet: R£: QO eobal Credit spread BV kitift bresOv CCB D2/09/2012 

Since mld-)anuarY CIO has been in brcKh of its global csbpv limits, driven primaritr by portion dtanges in the tranche hook. 

Thccsbpvmethodolofy adds the csbpy sensItMties of all the credit produns, unadjusted for corretattom. AstGandHYposhlont have been added In January (with a hedge ratio of roughly Si) the net csbpv 
prints a positive number even though on a beta-adjusted basis the book Hrebtbely flat. 

Market Risk is currently reviewing aS limits and most Skety will remove (heabpvbmttlobtr^bcedviriihasetaicredii-vread-widening jCSW)limiti to betur reflect the risk of the porrfolk) in material 
market moves. Until the new limits are Imolemenied we will propose a one-oH to ttse cslqiv, us to SMmm. asm fbidthK die stress and csw measures are mote appropriate Indicators of the risk of the 
portfolio. 

AsyoucanseebelDw- the CS8PV measure vs. lOWCSWshows that the book has bcenreatcntttrbatannddcspce the headline bpvloobng much longer. This Is not the case IntheSOHCSW measure, as the 
parallel relative shifts of SOpchave the effect of steepening the already upward tbpingcreeEt curves, hence makes losses look higher whencompared with the IDpc measure. This can be seen clearfyin 
compar'Bonof theSoyseSW measure vs. the Large Flattening Seflofl/ Credit Crisis sceAarloFAl,wMchsbmiiat<s more realistic (t.e.fianenlngl curve dynamics in the brge (circa SOHjsehoff. The book, In this 
case, benefits, ^ven that In COX. Ki, long forward risk Is achrendvbfiattanerpasRIons.U. the stress lots for Use 1C strategies In the large flattening seUoff is -TCXImm vs. -Ibnln theODK parallel mo<«. 


rrxxo *0.5 


COXhT *1.48 

CDX IG -IB 


*0.65 DiffS-O.lSbn 
-l.Sfi DIff 5-0.3bn 
*2. SB DIH5*0.4bn 
-0.18 DlffS*lbn 
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90% pvvIW shock vs. Largo NattanJng Solofh 



semvilfs: 

rrxxo Ki.s vs -to.es oifts-^-isbri 
miMN -IB vs -1.3B OirfS-0.3bn 

CDXHY *}.4a vs 'l.SB DirfSv0.4bn 

CDXIG -3B vs OtffSvlbn 


Prone weband, Peter 
Sent: 15 February 2012 23:39 
To; Stephan, Keim 
Ccilee, Janet X 

Subject; FW; QO Global Cr«St sprsad BPV limR breal^- OS 02/09/2012 

How about this? Maybe ym can edit and add yourgraphsK you Ihkik it would he^. 

Since mk)-laRuary GO has been t< breach of H$ global csbpvlImXs, driven primarily by position changes bi the tranche book. 

The csbpvmethodolaKy adds the csbpvsensKMiltsolaH the credit products, una^usced for correlations. AsiGafldNXpodtIORShavebaen added In January (with a hedge ratio o) roughty S«} thenetcsbpv 
prints a posibvenumber even though on a beta-adjusted basis the book is relatively Oat. 

Market Rbk Is currently reviewkigaSllmlu and most IkelywIH remove the esbpv Xmlttooerepnce«w«hasMoicpcdlt-H>r*ad-vildenln| (SW) llmiu to batter rtliacs the rhk at the porrlolio In material 
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- Redacted by tbe Permanent 
Subcommittee on Investigattons 


Tei; *1 m8S*«4e 
Mob: <l||^m||||||||^ 


Frans Hszsn, S>«d S 

Svit; 'Mttttslat, Febnary 15, 2012 3:S1 PH 

To: Hean, S>«d S; Us, Anet X: SOftmn, puai; Costa, Kartf/n K: Xlonj, eo 

Cc: MRH ao NA; HRH Exemai Repotting; Wetland, Peter 

Subject R£: QO Globat Credit spread BPV liirtt breadv OB 02/09/2012 

Hi Anet a KeRh 


Can you please adv'ae on tbe bckMreque5t7Wt'dlite raiet tbe notification out u tbe enenion hat been onfolni fat a while now. Thants. 
Regards, 


Franc Hasan, Syed S 

Sant: htanday, fefitwy 13, 2012 2:37 W 

To: Lee, lana X; Stepttan, Keith; Ctzste, Ksicttn K; lOonE, Bo 

Cc: HRM ao NA; MRM ExtenM Hepoting 

Subjwfc ao Global Credit spread BPV gmtt breadh COB D2/OS/2012 
HliaivctS Kehh, 

Tbefoltowmg CIO Global Credit Spread BPV 6miQ haae been breaching sin« tbe afocemenaoned periotf. 

Can you please exarnine and confbm the brcadiesai valid? If so, ptease abo proiCle lomc cooMneMary surrounding tbe breaches? Thanio. 


CONFIDENTIAL TREATMENT REQUESTED 0Y J.P. MORGAN CHASE A CO. 


JPM-CIO-PSi 0001629 




1642 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CiO-PSI 0001830 



This email isccnridentiai and subject loimpcnant disclaiTnen andeovliiians inchidingonofrenrardiepirdiflseorate ofsecuhiies. accuracy and cotnpleieneu ofinformalion, viruses, 
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Prom: S{RM Reporting <rnrTn.rtponiiig@ip[nchBSt cotn> 

Sent: Ttui, 1 9 Jsn 2012 00 52:07 CNJl 

To: Dunon. Jemie <)Binie dunort@jpTnchue.com>; Hogan, John J. <JohB.i.Hogln@)piiM>tgaiicoat>. Zubrow, Barry L <4>aiTy.l zubrow(gjpmchBsecotn> 

Staley, Jei <]essta!ey@0)morgan.coTn>; Doyle, Rohm A. <lobin.A.Doyle^ctoc-e<nn>; Weilan(l.P«er <fcia v(tiland(tfjpnichese.«>in>. Drew, Itta <lna.Drew@pmorger.cotn>; 
Bacon, Ashley <Ashley B8con:^pmorgen.co!n>,‘DBVK) B Lowman' <IMCEAEX- 

_O=CORP£XCHANGE.OU=EXCHANGE-*-2QADMJN5STRATIVE+20GR(HJP+2tH28FYDI8£»iF23SPClLT+29_CN=RECIPiENTS_CN=D8vk5+2EtH-2Elownan®pmchase.con>>; 
CC: Waring. Mick <Mjck.W(uing@jpmorgan.c<Kn>; Loctaefeld, Thomas A ■«thWBB»*>oclaefeWg^KnOT8aacom>-, Srinani, Uvine <Uvine.Surtrmi@pntchsse.com>; Toeehb, Samamha 

X <semantha-x,toech»@pmotsao-coiD>; Goodeli, Sarah N <sarBh.ng<»(leiig>K)morgiAcom>. Sre^vie. Steven <stcveasreckovic@pmorgan.coro>; McCaffrey, Lairen A 
<lsufen.a mccaf&ey(gaptno^aftcom>; MRM Business Reporting <9-<RM_Btshieas_R(^Mting@ipmclM».com>; MRM Reponing <mrm.rBporlmg@ipmcha».com>; Ittlraspetl - 
LIMITS <ntraspec(_-_UMITS@rcstricted.chtse.com> 

Subject: JPMC 95% lOQ VaR - Limit Excession NMificalion(COBs 1/16/12 and 1/17/12) 


The firm's SSW lOQ VaR breached b S12Smm NmRtor the sacorut consecrAlw itay on Anuary 17* 2012. 

The breach In VaR for cob January 16* was primarily driven by an overall teduRlon « diversHkaliois benefit ecrost (he Hrm as wen ii position dtanies In both the 18 (Global FX - increase in short EUR IR bpv: 
GCG- increase In long oil delta) and CIO (increase in net credit protection poshlon Hi synthetic uedfe wkhin OOtMEA). 

The breach In VaR for cob January 17* was pthnatliy drhen by an overall reduction In dlverslfitwicat benefit across che Firm as well as position changes in OO. 


B 


BbckheiTy frtandtyr 

Smm 

SSSt VaR Uma 

1/17/2012 1J2.9 125.0 

1/16/2012 226.5 125.0 
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From: Weiland, Peter <peter.weiland@jpmchase.com> 

Sent: Sat, 12 May 2012 00:21:37 GMT 

Hogan, John J. <John.J.Hogan@jpmorgan.com>; Goldman, Irvin J 
<irvin.j.goldman@Jpmchase.com>; Bacon, Ashl^ <Ashiey,Bacon@jpmorgan.com> 
CC: Drew, Ina <Ina-Drew@jpmorgan,com> 

Subject: RE: NON IB VaR Bandbreak Summary Report - COB 4/30/2012 


VaR bandbreaks can have several causes, and there are two in particular that are contributing to CIO's recent 
bandbreaks in synthetic credit. Generally speaking when using a VaR at 95 percentile, we should expect to see a band 
break about once every twenty days, or once per month. 

1) VaR method. During 2H2011 CIO developed a new VaR methodology ("WestEnd VaR"), it was approved by the 
Mode! Review Group (MRG) and implemented on January 26, 2012. Very recently, as MRG was brought in to 
review models in CIO generally, it was determined that the VaR implemented on January 26 was not 
implemented as tested and had flaws. On May 10 CIO reverted back to its former VaR method {"BC VaR"). 

One of the flaws detected in the WestEnd VaR was a damping of volatility caused in the cleansing of time series. 
As a result the VaRs have been understated, in the chart below we show the band breaks against both the 
WestEnd VaR and the BC VaR. 


We see five bandbreaks from the WestEnd VaR and two bandbreaks from the BC VaR during the March-April 

period. 

2) Volatility. Because VaR is calculated based on one year of observed market data, bandbreaks can occur at 
greater frequency than the statistics would suggest when entering a period of locally higher volatility. The 
recent drivers of CIO's synthetic credit P/L are relative value exposures including curve, compression 
(relationship between investment grade and high yidd spreads), and basis between on-the*run and off-the-run 
indexes. 
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in looking at the volatility of the relative value relationships we have not seen any systematic increase that 
would lead to more frequent band breaks, but the move on April 10 was a 4SD move in iTraxx curve. 

US CDX.IG Curve 



US Comoression 



Index Basis US; 169 vs. on-the-run 



Conclusion: Using the BC VaR rather than the WestEnd VaR we find that the bandbreak frequency drops to expected 
levels. Also, the largest P/L day shows up on the Tuesday after Easter (Apr 10), the first business day after a four day 
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weekend in London, so that day compresses four market data days. That also happens to be the weekend that the press 
began reporting on the JPMorgan credit derivatives portion, which we beiieve contributed to the market moves. 


Peter Weiland 
Tei:+1212 834 5549 
Mob: +1 914 434 8719 


From: Hogan, John J. 

Sent: Thursday, May 10, 2012 5:58 PM 

To: Goldman, Irvin 3; Bacon, Ashley; Weiland, Peter 

Cc: Drew, Ina 

Subject: Re: P40N IB VaR Bandbreak Summary Report - COB 4/30/2012 
Irv/Pete, 

I'd like a comprehensive response of this by tomorrow please. 

John 


From; Hogan, John J. 

Sent: Thursday, May 10, 2012 10:23 AM 

To: Goldman, Irvin J; Bacon, Ashley; Weiland, Peter 

Subject: Fw: NON IB VaR Bandbreak Summary Report - COB 4/30/2012 

Let's discuss 


From: RoderCRegulatry), Glenn 
Sent: Thursday, May 10, 2012 10:20 AM 
To: Hogan, John J.; Drew, Ina 

Subject: FW: NON IB VaR Bandbreak Summary Report - COB 4/30/2012 


Attached is an example of a recent VaR bandbreak for CIO that I mentioned during our meeting yesterday. I 
believe bandbreaks for CIO occurred 8 times during April. Please explain the reason for this bandbreak, as 
well as the reason for the other occurrences during April. 

Thank you. 

Glenn 


From: Market Risk Management • Reporting 
Sent: Wednesday, May 02, 2012 5:42 PM 

To: Doyte, Robin A.; Surtani, Lavine; Bacon, Ashley; Tocchio, Samantha X; Weiland, Peter; Venkatakrishnan, CS; Man, 
George I®; Stephan, Keith; Yew, Patricia; GREEN, IAN; Rod^Regulator), Glenn; MRM External Reporting 
Cc: Intraspect - VAR Bandbreaks 

Subject: NON IB VaR Bandbreak Summary Report - COB 4/30/2012 
Please find attached the Non IB VaR Bandbreak Summary Report for cob 4/30/2012: 


Downside VaR : CIO - 218.1mm Loss, 88.6mm VaR, 129.5mm Break 

CiO EMEA - 220.0mm Loss, 87.5mm VaR, 132.5mm Break 
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Upside VaR {HedeeVaRh None 

Please find attached the Non IB VaR Bandbreak Summary Clean PnL Report fw cob 4/30/2012, noting that Clean PnL is currently 
being provided only by the CIO and PB. 

Downside VaR : CiO - 220.0mm Loss, 88,6mm VaR, 131.3mm Break 

CIO EMEA - 219.0mm Loss, 87.5mm VaR, 131.Smm Break 


Upside VaR (HedgeVaR); None 


«VAR_Band_Break_Summary_Non_IB_20120430- 

xls.zip» 

Please contact MRM External Reporting team with any questions. 


JPMC Intemai Use Only 

This information is confidential and proprietary, and disclosure or distribution of the information to any person without the prior 
wTitten consent of JPMorgan is prohibited. Any Bank ENaminer or Financial Services Regulatory Examiner to whom JPMorgan has 
furnished this information may disclose the information to arw other employees of a bank regulatory or financial services regulatory 
authority who have a need to know the information or as required by law. 
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From: Martin-Ariajo, Javier X <javicr,x.mariin-anajo@jpmorg?n-com> 

Sent: Thu. 08 Mar20i2 17;53;01 GMT 

Drew, !na <lna.Drew@jpmorgan.com>; Hogan, John J. <lohn.J.Hogan@jpinorgan coni>; 
Venkatakrishnan, CS <cs.venkatakrishnan@jpmorgan.corn> 

Macris. Achilics 0 <achilles-o.macris@jpmorgan com>; Wdland, Peter 
CC: <peter.weiiand@jpinchase.com>; Goldman, Irvin J <irvin.j.gokJinaiM^pmchase.com>; Bacon, Ashley 

<Ashley.Bacon@jpmorgan,com> 

Subject: CIO CRM results 


)na , 

t just had a meeting with Venkat to agree on the next steps to reconcile our differences regarding the CRM RWA in the following way ; 

1. We are going to accept current CRM model and its parameterstNsmonthandthereforeforQl and will work first on how does this model behave as it is . 

2. In order to calculate current CRM for all the correlation tranchesrlskaodhedgesthatwehave wearegolng torun our CIO portfolio with Venkat's team next 
week on a daily basis to make sure that we have a more systematic an^ysis behaviour of the model for our own portfolio and compare the results with the 
previous result . 

So we will appoint Anil Sangia and Pat Hagan to work together on the Quantitative side and on the business side Bruno Iksii will coordinate on our side with . 
We wilt compare results at the end of next week and wilt share the new results . 


regards 


From: Drew, Ina 
Sent: 08 March 2012 00:33 

To: Venkatakrishnan, CS; Hogan, John J.; Bacon, Ashley; Goldman, Inrin J; Welland, Peter 
Cc: Macris, Achilles 0; Martin-Ar^, Javier X 
Subject: Re: QO CRM results 
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BcdKted by tkc Pemueni 
• S*beeaaktewil4n'tft%a!> 


i wifl discuss with Jsvier and Achilles lomorrtrw to reconcile . Thank you (or prtoiitizing. Fmtn what i understand there is a difference in view on (he underlying 
model - pos'ttion increase aside. 


From: Veniotakiishnan, CS 

To: Drew, Ina; Hogan, John!.; Bacon, Ashley: Goldman, Irvin J; Wabnd, P«» 

S«it; Wed Kar 07 19:12:25 2012 
Subject; Pw: ao CRM results 

ina, 

There are two related issues. The first is theS3bn increase in CRM RWA between ian and Feb, ^om $3.1bn to $6.3bn. The second is Chat your group beiieves 
that the absolute level of CRM RWA we calculate was high to begin with in Jan. The second question requires us to explain our models to the satisfaction of your 
team. I am in London and spoke with Javier today and we wiH make tl^ an urgent matter. 

Based on our models, though, we believe that the 53fan increase in RWA is entirety explained by a$33bn notiorralincrease in short protection (lorrg nsk) in your 
portfolio between Jan and Feb. See table below. 

Peter Welland and your mid-office confirm this S33bn notional inaease in long index risk. Further we both agree that this position change results in a change of 
about $lS0mm{a decrease} in lOKCSW. Per our models, a roughly lOKcapKal charge ($3bn) on thisS33bn increase in risk is reasonable. 

Also, to be dear, there has been no model change on our end; the change in RWA for tranches has hardly changed over the month. 


I understand that we need to build your confidence in our models themselves but, given our models, we believe the increase in RWA is well explained by the 
build up in your risk positions. 


I will call you tomorrow from London to follow up, but you can reach m 


Thanks. 


Venkat 


From: Bangla, Anil K 

Sent: Wedrsesday, March 07, 2012 06;3S PM 
To: VenlQtakrishnan, CS 
Subject: ao CRM results 
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SttndikintCRM(tMM) Mtl Nollof»l(tMW) Potfkxi CmiM 



Jmite, 

Pe82M Jmt Itth PedlM PssAtan 

JenffA 

ft8 22ntf CCUM 

AB CIO PosUoRi 

31H 

6 301 w,.... 

26.291 

-wnoT 

' Index CDS; All PosSofs 

2,043 

8,224 

18.833 

19,180 

Index CDS; Common PoeBlon* 

651 

848 

15817 

15817 

Index CDS: RoMI PoMlons' 



1,016 


Index CDS: New PoeHors 


SVtrC ^ SS5i,ti03.327‘ 


3J43 2.327 

Index Tienche: AB Po^ione 

2,814 

2.618 

6.445 

7,758 

Index TrencNe: Common Poetions 

1.872 

2,174 

7.334 

7,334 

Index Trenehe RoSefI PcdUionm" 

1,484 


1.111 


index Trencne. New Poeitioni 


1.418 


424 


' includa 421 Dummy PCM TrMMlhM mr* removed from PCM feed <4 CDSO?? Index CDS/190 TrerKhes) 
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From: Goldman, Irvin j <irvin.j.goldman@]pmchase.com> 

Sent: Mon, 07 May 2012 18:30:01 GMT 

Bates, Paul T <pau!.t.bates@jpmchase.com>; Lewis, Phil <phil.lewis@jpmorgan.com>; Weiland, Peter 
<peter.weiland@jpmchase.com>; Enfield, Keith <Keith.Enfield@]pmorgan.com>; Hughes, Jason LDN 
<iason.LDN.Hughes@jpmorgan.com>; Grout. JuHen 6 <julien.g.grout@jpmchase.com>; Stephan, Keith 
<keith.stephan@jpmorgan.com> 

CC: Bacon, Ashley <Ash!ey.Bacon@jpmorgan.com> 

Subject; RE: CIO Credit Collateral differences as of COB Friday 4tb 


This needs to go to CS Venkatakrishnan for the Daily Report 


From: Bates, Paul T 

Sent: Monday, May 07, 2012 2:16 PM 

To: Lewis, Phil; Goldman, Irvin J; Weiland, Peter; Enfield, Kdth; Hughes, Jason LDN; Grout, Jullen G; Stephan, Keith 
Subject: CIO Credit Ccrflaterai differences as of COB Friday 4th 

CIO Credit Collateral differences as of COB Friday 4th 

Total difference between CIO and the counterparties is now $203mm vs. $194mm prior day. 

Largest Counterparty Difference: Morgan Stanley Is now $61mm vs. $57mm prior day. 

Largest Instrument Difference: Itraxx MN 509 lOY 22-100 is now $24mm vs. $34mm on the prior day. 

Difference by counterparty: 
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JPMorgan Ch,\se & Ca 


Barry L. Zubrow 
Executive Vice President 
Corporate and Reguiatory Affairs 


February 13, 2012 


By electronic submission 

Department of the Treasury 
Office of Domestic Finance 
1 500 Pennsjdvania Avenue NW 
Washington, DC 20520 

Board of Governors of the Federal Reserve 
System 

20** Street and Constitution Avenue NW 
Washington, DC 2055 1 

Federal Deposit Insurance Corporation 
550 17* Street NW 
Washington, DC 20429 


Securities and Exchange Commission 
100 F Street NE 
Washington, DC 20549 


Office of the Comptroller of the Currency 
250 E Street SW 
Washington, DC 20219 


Re; Comment Letter on the Notice of Proposed Rulemaking Implementing Section 
619 of the Dodd-Frank Wall Street Reform and Consumer Protection Act 

Ladies and Gentlemen: 

JPMorgan Chase & Co. appreciates the opportunity to comment on the joint notice of 
proposed rulemaking' issued by your agencies to implement section 619 of the Dodd-Frank 
Wall Street Reform and Consumer Protection Act, also known as the Volcker Rule. 


Overview 

Our company is affected by the proposed rule in numerous ways. Through JPMorgan Chase 
Bank, N. A., J.P. Morgan Securities LLC and other affiliates, we engage in market making in a 
wide range of securities and derivatives; through the various legal entities that comprise J.P. 
Morgan Asset Management, we offer investment solutions to our clients through funds and 
other products; and at the corporate level, our Chief Investment Office is responsible for 
making investments to hedge the structural risks of our balance sheet on a consolidated basis.^ 


' 76 Fed. Reg. 68846 (November 7, 20U). 

^ We will refer to JPMorgan Chase & Co. and all its subsidiaries collectively in (his letter as ’‘JPMorgan,” or the 
“Firm.” 


iPMorgan ch»« &Co. 270 Park Avenue. New York, ny 100I7'20is 
Teteohene: 212-270-0593 * Facsimile: 212-270-7320 
barry.l.uibrcw^ipmchaw.ca'n 
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In each of these areas, we believe that the proposed rule would have serious, adverse effects 
on our ability to manage our risks and address the needs of our clients, and on market 
liquidity and economic growth. While the pr^osed rule would require us to eliminate pure 
proprietary trading and limit our hedge lund and private equity hmd investing, we believe 
those intended effects will have significantly less impact on the Firm than the indirect and 
unintended effects on market making, asset-liability management and asset management for 
customers. 

Section 619 does not prohibit most risk taking by banking entities. Risk taking is necessary 
for us to he^ American businesses Snance and manage economic growth. Rather, the statute 
by its teams prohibits a particular category of risk taking that its drafters determined was not 
appropriate for bankmg entities. That type of risk taking is short-term speculative risk taking, 
either directly through certain Q'pes of proprietaiy trading or indirectly by means of investing 
in private opiity or hedge funds. Other areas where banking entities take risk - even 
significant risk, for example, by making loans - are not covered by the statute, and do not 
need to rely on its exceptions to continue. 

We have two core concerns with how the proposed rule has interpreted the statute. 

First, it has in some areas turned the statute’s narrow prohibition into a more general 
prohibitioD on risk taking, and put banking entities in the position of having to rely on 
ambiguous or incomplete exceptions to the pressed rule in order to continue some of their 
core functions. Thus^ the proposed definition of trading account, which is part and parcel of 
the definition of proprietary trading, would appear to apply to many types of trading and 
asset-liability management activities beyond just those focused on short-term price 
movements. The statute clearly focuses on hedge funds and private equity funds, and a study 
by the Financial Stability Oversight Council^ warns against the potential impact of a more 
expansive definition. Nonetheless, the proposed rule broadens the statutory definition to 
encompass securitization structures, potentially alt noD-U.S. funds sponsored by or invested in 
by U.S. banking entities, including the fordgn equivalents of U.S. mutual funds, and almost 
all wholly owned subsidiaries. 

Second, the proposed rule appears to take the view that banking entities, their customers, and 
the economy must pay almost any price in order to ensure absolute certainty that there can 
never be an instance of prohibited proprietary trading. The proposed rule appears to presume 
that banking entities will camouflage prohibited proprietary trading to evade the rule, and that 
extraordinary efforts are necessary to prevent this b^avior. 

We believe that the statute mandates a very different approach. The statute clearly sets forth 
Congressional intent as to how it is to be implemented. The statute directs the FSOC to study 
and make recommendations to the agencies on implemeotatioD so as to: 


* “Study & Recommendations on Probibitiems on Proprietary Trading & Certain Reiatioinhips with Hedge 
Funds & Private Equity Funds,” Financial Stability Oveiaigbt Coundi (January 2D1 1) (the “FSOC Stud/T< 
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• promote and enhance the safety and souxHlness of banking entities; 

• minimize the risk that banking entities will engage in unsafe and unsound activities; 

• limit the inappropriate transfer of Federal subsidies from banks to unregulated entities; 

• reduce conflicts of interest; 

• limit activities that have caused undue risk or loss.^ 

We believe that di of these policy goals could be addressed by a final rule that impose 
dramatically fewer costs to liquidity, market efBciency and safety and soundness thui the one 
proposed. There are numerous other laws established to serve many of the same purposes - 
everything from margin requirements to Section 23A of the Federal Reserve Act to 
concentration limits to risk-based deposit insurance premiums. The same goals appear to 
have motivated these laws, yet none of them have been implemented through an intrusive 
compliance regime and with a resulting chill on legitimate economic activity. 

The concerns we express are not unique to our Finn or even to the banking industry. We have 
heard them from our clients, including businesses, asset managers, and foreign nations - all of 
which see the pressed rule as impairing their ability to fund ^emselves and manage their 
risks. The agencies are not requir^ by section 61 9 to impose these costs, and we urge them 
to revisit the proposed rule \Wth them more firmly in mind. 

We acknowledge the smous challenges that the agencies face in implemrating the statute. 

For example, the issues with the proposed restrictions on fund activity derive from a core 
problem: Congress did not define with any precision what constitutes a **hedge fund** or a 
‘‘private equity” fund. We believe that the proposed rule makes matters worse by increasing 
rather tiian decreasing the scope of the term ”covercd fund,” and by uimecessarily exporting 
these problems to overseas funds and bank subsidiaries. Similarly, as detailed below, 
distinguishing proprietary trading from market making is difficult, particularly with respect to 
market making in illiquid instruments. We believe that a prohibition on bright-line 
proprietary trading, as set fortii in the FSOC study, ^ would have been a good sohition, and 
consistent with the statute. However, once the regulators detennined that a broader, more 
quantitative enforcement regime was needed, any such regime would, as a consequence, be 
necessarily complex, and our comment does not fault the complexity In this part of the rule. 
Rather, we focus on how certain aspects of the regime are particularly likely to chiU 
legitimate market making and impose needless costs. Finally, in its unduly constrain^ 
approach to asset-liability management, the proposed r\ile may undermine banking entities’ 
safety and soundness. 


* Sectiondl9(bXl). The section also provides guidance on accomroodatwnDfiiuurancecompaaies and 
divestiture of assets that are not relevant here. 

* See FSOC Study at pages 27-26. 

3 


Confidential Treatment Requested by J.P. Morgan & Co. 


JPM-ClO-PSt 0013272 



1664 


The Voicker Rule is made far more damagmg by the fact that no other country has adopted 
anything like it. Capital markets are global, and a t^ical institutional client has relationships 
with multiple banks, many of which are foreign banks; U.S. financial banking entities, 
therefore, will suffer competitively from the Voicker Rule. Furthennore, U.S. companies that 
lack the ability to fund themselves in overseas markets should not be put at a disadvantage to 
foreign companies that can access markets where the liquidity providers are not subject to the 
Voicker Rule and, therefore, are more liquid and efficient. 

The Firm supports comments on the proposed rule being submitted by the Securities Industry 
and Financial Markets Association, The Clearing House Association, the American 
Securitization Forum, the Loan Syndications & Trading Association and the Intemational 
Swaps and Derivatives Association. Those comments detail numerous issues created by the 
proposed rule, and how many of its components appear to conflict with the language and 
purpose of the statute, and impose high costs on banks, their customers, financial markets and 
the economy as a whole. In this comment letter, we will not replicate all those points but 
rather focus on some and provide examples frttm our own experience to highlight major 
concerns about the proposal. 

We do believe that the extraordinary complexity of the proposal, the hundreds of questions 
asked in the preamble, and the breadth and depth of proposed changes the agencies are likely 
to receive mean that the next version of the role should and likely will differ materially fix>m 
the first Accordingly, we believe that those parts of the proposed role that have elicited the 
most comment, and presumably will have undergone the most change, should be republished 
for comment to ensure that efforts to fix one problem have not created another. While we 
recognize that the statute will take effect in July regardless of the status of the rulemaking, we 
believe that both regulated entities and the agencies have experience implementing statutes 
without a complex rulemaking to guide them, and could do so in this case. We believe that 
the FSOC’a definition ofbright-lirte proprietary trading could be adapted as the basis for an 
interim rule with respect to tiiat aspect of the role. With regard to funds, an interim final rule 
could identify those types of funds that are clearly traditional hedge funds or private equity 
funds while seeking fiirtber comment on any new definition that expands the definition to 
categories of “similar flmds.'* 

Ultimately, we believe that the statute ts so flawed that it will be impossible to implement in a 
way that does not impose unacceptable costs on our economy and financial system. Other 
regulatory and supervisory actions, as well as secular industry reforms - including 
extraordinarily high capitd, liquidity and otho- requirements related to derivatives and other 
trading assets; improved underwriting standards; and permanent changes to the securitization 
landscape - impose more thui sufficient restraints on the types of risk taking that are the 
Voicker rule’s focus. 

We note that the statute and proposed rule permit proprietary trading in U.S. Government 
securities, presumably because of a belief that trading iri those securities benefits their 
liquidity and reduces the cost to their issuer, the U.S. Government Foreign nations are now 
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seeking a parallel exemption from the rule, citing precisely those reasons and expressing 
concern about what restrictions on trading v^dll mean for the liquidity and pricing of their 
securities. U.S. companies are expressing the same concern with respect to their securities, 
further highlighting the potentialiy significant cost of the statute. 

Those concerns highlight the extraordinary difficulties of proscribing proprietary trading 
while protecting client-driven and risk-mitigating trading activities. Nevertheless, we do not 
propose to debate the merits of the underlying statute in this letter. Instead, our comments 
focus on the potential implication of the proposed rule for our client franchises and risk 
management activities. 

Our letter covers some genera! comments and then is divided into three main sections: 

• First, a discussion that the market-making-related permitted activity is drafted too 
narrowly, and would deprive maricets of valuable liquidity. 

• Second, a discussion that the proposed definition of covered fund exceeds the statutory 
mandate by applying its restrictions abroad, and would thereby do unnecessary harm 
to the competitiveness of U.S. firms and investors. 

• Third, a discussion that a combination of provisions could impair the ability of 
banking entities to engage in asset-liability management, including liquidity risk 
management, and an exemption for asset-liability management is therefore necessary 
to safeguard adverse effects on safety and soundness. 
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I- General Comments 

A. Trading Account 

The statute defines proprietary trading as “engaging as a principal for the trading account of 
the banking entity or nonbank financial company supervised by the Board in any transaction 
to purchase or sell, or otherwise acquire or dispose any security, any derivative, any 
contract of sale of a commodity for future delivery, any option on any such security, 
derivative, or contract, or any other secairity or financial instrument that the appropriate 
[regulators] may . . . determine.”^ This definition would seem to ban a wide range of risk 
taking by banking entities. The definition is significantly and necessarily narrowed, however, 
by its reference to ‘^ding account,” which is in turn defined as comprising “any account 
used for acquiring or taking positions in [covered instruments] . . . principally for the purpose 
of selling in the near term (or otherwise with the intent to resell in order to profit from short- 
term price movements)”^ or other accounts that the agencies may by rule decide to cover. 

Thus, the definition of “trading account’ is ^ere Congress actually made clear Mdiat it meant 
by proprietary trading. And Congress made clear that it viewed proprietary trading as having 
in all cases a focus on earning profit from short-term ];mce movements. It thereby 
distinguished impermissible proprietary trading from longer term investment activity and 
asset-liability management The proposed rule defines ‘'trading account” by reference to tiiree 
separate tests; a purpose test (which tracks the statute and includes a rebuttable presumption 
that any position held for less than 60 days was taken with shoit-tenn trading intent); a market 
risk capital test (which substantially incorpora^ the definition of a “trading book” under 
proposed Basel capital rules); and a status test (if the activity requires registration as a dealer 
then the status test is fulfilled). If any one of the three tests is satisfied, the particular account 
will be a trading account (unless one of the three exceptions set forth within the tra ding 
account definition applies). 

The preamble to the proposed rule indicates that the agencies added the market risk capital 
test on the assumption that its coverage was effectively the same as the purpose test, and to 
reinforce consistency between the proposed rule and the market risk capital rules, and to 
“eliminate the potential for inconsistency or regulatory aihitrage."* We believe, however, flat 
the proposed market risk capital test does capture additional types of trading that are not 
within the purpose test, and types of trading that clearly should be permissible. The status test 
does as well. Accordingly, we suggest the agencies revert to the statutory definition.’ 


* Secti0D«!9(bK4). 

’ Section 61 9(hX6). 

* See proposed rule it page 688S9. 

* ]f the agencies do wish to proceed widi a separate market risk capita] test, they would need to reopen this 
rulemaking in order to resolve what would odterwise B{^>ear lo be significant procedural issues. Not only has the 
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B. Supervisory Implementation 

The statute creates a supervisory role for five separate regulators. The proposed rule suggests 
no means by which the supervisory efTorts of those agencies should be coordinated. As the 
statute notes, inconsistent application or implementation of regulations could create 
competitive advantages and disadvantages among entities affected by its terms.’° 

This jurisdictional ambiguity is not simply an awkward issue for the agencies, but rather, if 
pemiitted to continue in the final rule and its implementation, it will also be a significant 
problem for markets. The proposed rule already vests extraordinary discretion in the 
regulators, and makes it very difficult for a banking entity to know whether trading will be 
considered permissible (whether as market making, underwriting, asset-liability management 
or otherwise) or impermissible as proprietary trading. Interpretations are likely to vary over 
time, and one examine at an agency may take a different view fiom another. Political 
considerations may change views of what is permissible. A whole additional layer of 
uncertainty is added, though, if the same trading unit at a given banking entity is subject to 
interpretation by examiners at a multitude of agencies. A trader at a natioiml bank subsidiary 
of a bank holding company that registers as a swap dealer faces the prospect of having a 
vague and politinally charged rule interpreted by four different agencies for purposes of his or 
her trading. 

We recommend that before this rule is finalized, the agencies adopt and seek comment on a 
protocol for supervision and enforcement that ensures that a given banking entity will face 
one set of rules, and tiiat different banking entities will face the same set' of rules. Failure to 
do so will result in even greater chiDing of legitimate trading, and even greater damage to 
market liquidity, funding for U.S. businesses, and economic activity. 

We are less concerned with who makes the rules here than with the consistency of the 
application of those rules, though we believe that because these restrictioirs have safety and 
soundness as their primary focus, the banking regulators would seem to have the most 
relevant experience as well as having the examination resources. 

C. Need for Phased Implementation 

Regardless of bow the final rule turns out, it will be a shock to the U.S. financial system, as 
banking entities will need to take extraordinary measures to attempt to implement it, coimsel 
traders on what is permitted and what is not, and establish a cumbersome compliance regime. 
Both banking entities and regulators will need to learn how as many as seventeen metrics 
work when used, for the first time, to distinguish government-approved trading fiom 


proposed rule here oot provided notice u to how that test would C3q>and the sutulory defioition, the marke) risk 
capital lest is currently only a proposed rule, and U subject to cbange. S^e proposed rule al page 68859; Risk- 
Based Capital Guidelines: Ma^el Risk, 76 Fed. Reg. 1890 (January 1 1, 20] 1). 

SaSecrioo6l9(bX2)(BXiO- 
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government-prohibited trading. The risk posed m the U.S. economy by a hurried 
implementation of the Volcker Rule is significant We encourage the agencies to adopt a 
gradual approach to implementation of the final rule. In particular: 

• The agracies should use the initial conformance period to develop a complete 
understanding of the range of activities conducted by banking entities that require the 
assumption of principal risk and how those activities are distinguishable from prohibited 
proprietary tradng. The initial conformance period should be used exclusively to collect 
and uialyze data concerning those activities and bri^t-line proprietary trading activities 
and to develop appropriate quantitative tools to test for compliance with the proprietary 
trading prohibition after the expiration of the mitial conformance period. 

• The following sentence should be removed from the final rule because it has created 
considerable confusion as to the availability of the mitia] conformaiKe period for banking 
entities to conform their activities to the statute and appears at odds with the Board’s 
Conf<xinaoce Rule: 

The agencies expect a banking entity to fully conform all investments and activities to 
the requirements of the proposed nfte as soon as practicable within the conformance 
periods ... 

• The fina] rule should require banking entities to use reasonable eftbrts to begin furnishing 
metrics as oftiw first anniveraaryofthe effective date and state that the provision of such 
reports during the initial conformance period is without prejudice to the ability of a firm to 
rely on the full initial conformance period with respect to its activiti^. 

The sole recommendatioo of the recent GAO study on proprietary trading was that regulators 
should collect and review more comprehensive information on the nature and volume of 
activities potentially covered by the statute in order to ensure that it is implemented 
effectively.^’ The initial conformance period is an opportunity for agencies to adopt a 
heuristic ^roach not solely with respect to the quantitative measurements in Appendix A to 
the propos^ rule, but with respect to implementation of the statute as a whole. We encourage 
the agencies to use the initial conformance period for that purpose. 

The proposed rule has created considerable confusion concerning the Irutial conformance 
period. As the proposed rule notes more than once, the purpose of the initial conformance 

" Sye OAO R^rt to Congressiotud Committees, ’‘Proprietary Trading -Regulaton Win Need Mora 
Comprehensive lofomutioa to Fully Monitor Compliance wiA New RestnUioDS When Implemenied^’* July 
2011 (the “GAO Study”) (“la order to improve (heir ehUity to treck aod effwtively implement the new 
restrictions on proprietiry trading and hedge fund and private equity fund invesbmeals. we recommend that the 
ChairpersoD of PSOC direct the Office of FinBocial Research, or work with (he stafh of the Commodity Futures 
Trading Commission, FDIC, Federal Reserve, OCC, and SEC, or both, to collect and review more 
compreheDsive inTormatioo on the nature end volume of activities that could potentiBUy be covered by the act”). 
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period is to give markets and bankmg entities an opportunity to adjust to the statute. The 
purpose of the Board’s Confbnnance Rule, which took effect on April 1, 2011, was to 
implement the ranformance periods. While the proposed rule states that the Board is not 
proposing any substantive changes to the Board’s Conformance Rule, such a substantive 
change is arguably made by the statement that the agencies expect a firm to fully conform all 
investments and activities to any final rule as sopn as practicable within the conformance 
periods. No such statement is made or implied in the Board’s Conformance Rule. 
Furthermore, to the extent that the statement implies that a firm may not be.permitted to rely 
on the full initial conformance period, it appears inconsistent with Congressional intent. 

Any version of the compliance program outlined in the proposed rule would require a 
significant systems build-out We believe that if any, banking entities could have 

completed that build-out by the effective date even if the final rule had been issued in October 
201 1, as required by the statute. The statement imposes an unrealistic and, given the 
existence of the initial conformance period, unnecessary burden on banking entities. We 
agree, however, with tiie statement in the proposed rule that the metrics can only be usefully 
identified and employed after a process of substantial public comment, practical experience, 
and revision. We believe that a full year’s worth of data would be sufficient to allow the 
agencies to refine the suite of metrics. 

n. Proprietary Trading and Investment Banking Activities 

Regulated bankmg entities are by for.the largest providers of ntarket-maldng services. The 
existence of a robust, competitive field of such entities willing to provide hquidity is essential 
to create secondary market sqiport fw investments like corporate and municipal bonds. The 
statute has created considerable uncertainty about the market-making-related services that 
these entities can continue to provide. Further, while the statute clearly identifies the 
promotion of safety and soundness as one of its primary objectives and specifically protects 
market-making-related activities, the proposed i^e appears more heavily focused on the 
prospect of banking entities hiding prt^bited behavior. Consequently, it proposes to operate 
with a disruptive level of granularity and fails to provide banking entities with a sufficiently 
clear path to compliance. We believe foat, if iaq)lemeoted as drafted, the proposed rule could 
have a chilling effect on the proyision of liquidity by market makers that, in turn, would . 
impair capital formation. Our principal concerns and recommendations concerning the 
market-making-related aspects of the proposed rule, each of which is described in more detail 
below, can be summarized as follows: 

• The final rule should establish a rebuttable presumption that if tbe metrics required by the 
rule demoostrate that a business is a market-making business then tbe business in question 
is in corepliance with the final rule. 


Seg Confbnnance Period for Eotides Engaged in Prohibited Proprietao' Trading or Private Equity Fund or 
Hedge Fund Acdvidee, 76 Fed. Reg. 8265 (Fetmiary 14, 201 1). 

10 


Confidentiai Treatment Requested by J.P. Morgan & Co. 


JPM-CIO-PSI 0013279 



1671 


• The proposed rule regarding market-making should not rely on hard-coded criteria; 
instead, some of the criteria included in the proposed rule should be moved to an appendix 
as guidance to banking entities on how to distinguish permitted maiket'-making-related 
activities from prohibited proprietary trading. 

• Metrics should be applied at a less granular leveU with longer observation periods, a 
frequency that more closely reflects typical banking operations and more statistically 
appropriate calculation periods. For some metrics, the proposed implemen^tion set out in 
the proposed rule is dramatically more difficult than necessary, and will yield negligibly 
more insight than a less burdensome version. 

• While the statute very clearly pennits the purchase, sale, acquisition or disposition of 
securities and other instruments in connection with market-makiag-refa/e</ activities, the 
proposed rule appears to permit only transactions that are, themselves, market making. 

We believe that this &ils to give full effect to Congressional intent with respect to the 
protection of critical aspects of a market maker’s activities, such as certain arbitrage 
activities., 

• The proposed rule puts unnecessary restrictions on interdealer trading, which is an 
important component of market making. The agencies should make clear that, whether or 
not conducted on an organized trading facility or exchange, inteidealer trading driven by 

■ liquidity needs is market-making'related activity and is pevmit^ The agencies should 
clarify that the nature of the trading reiatiunship determines whether an activity is maiket- 
making-related, not the characteristics of the parties to the transaction. 

• Presently, the proposed rule docs not properly accommodate important client-driven 
structured fransactions. The froal rule should recognize that these transactions are an 
important element of a banking entity’s role and are related to its market-making 
activities. 

• The proposed rule splits exemptions between the prohibition against proprietary trading 
and the prohibition against investing in covered ftinds in a manner that was not intended 
by the statute. As a result, we would be unable to engage in customer-driven underwriting 
and market makuig activity with respect to assete such as collateralized loan obligation 
equity and certain exchange-traded fund securities because such assets are treated as 
covered funds under the proposed rule. 

• The agencies should not apply the final rule to commodity fbrward and foreign exchange 
products that clearly have a commercial, and not strictly financial, purpose. 

• The proposed rule’s proposed definition of “resident of the United States’’ would create 
competitive inequalities overseas among U.S. banking entities and should be amended to 
reflect the terms of the SEC’s Regulation S so that the term “resident of the United States” 
does not include any agency or branch of a U.S. person located outside the United Slates 
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if the agency or branch operates for valid business reasons, is engaged in the business of 
banking and is subject to substantive banking regulation in the jurisdiction where located. 

We have concerns about aspects of the proposed rule other than market-making that we 

believe woiild impair the ability of JPMorgan to provide its clients investment banking 

services. These concerns, all of which, again, we address in greater detail below, can be 

summarized as follows: 

• Similar to our proposed treatment of the criteria for the market-making exemption, the 
proposed rule regarding risk-mitigating hedging should not rely on hard-coded criteria, 
but rather a number of the criteria should be addressed exclusively in an appendix where 
they would provide guidance that the agencies would apply to help distinguish pennitted 
risk mitigating hedging activities ftom prohibited proprietary trading. 

• The final role shoiild clearly permit banking entities to continue to use all risk 
management tools currently available to them, including scenario hedges. The proposed 
role should be revised to make clear that scenario hedges are within the scope of Ore 
hedging permitted activity. 

• The proposed role does not clariiy the status of Intra-group trading activity - which finns 
frequently use for a variety of risk management, legal, tax anq regulatory reasons - and 
therefore leaves unclear whether it is permissible. The final rule should take proper 
account of intra-group transactions by considering the economic effect of series of relate 
transactions, not just individual transactions, on a banking entity group as a whole. 

• The documentation burden associated with Section_.5(c) of the proposed rule is 
unnecessarily disruptive. It should be spited at a less granular level and should not be 
applied to trading desks that exist to hedge risks assumed by other trading desks. 

• The definition of covered fund set out in the proposed rule could cause the disappearance 
of certain securitization activities, resulting in a material reduction in credit for a wide 
range of industrial, commercial and service-sector entitiBS. As drafted, we believe the 
definition exceeds the requirements of the statute and fails to take proper account of the 
FSOC’s recommendations and the rule of construction set out in Section 13(gX2) 
statute. 

• The government obligations permitted activity should be expanded to include derivatives 
referencing government obligations because a &ilure to do so will inadvertently affect 
liquidity in government ohligatioos themselves. In order to preserve liquidity in the bonds 
issued by other sovereign entities, it should also be expanded to include trading that is 
otherwise pennitted by law in the obligations of all foreign governments that are 
comparable in credit quality to the United Stares. 

• The definitioD of trading account should be limited to a purpose test as required by the 
statute. The presumption that any account used to acquire or take a covered financial 
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position that is held for sixty days or less is a trading account position exceeds 
congressional intent and should be removed firom the final rule. 

• The agencies should give further consideration to the meaning of the term “loan.” At 
present, it throws into question the treatment of certain market-standard means of 
transferring the risk associated with loans. We believe that there clearly are circumstances 
vmder which debt securities should be considered to be within the phrase “extension of 
credit” in the definition of loan and that the rule should leave room for the issue to be 
addressed on a case-by-case basis. 

« The exclusion for repurchase agreements should be extended to encompass all 

transactioi^ that are analogous to extensions of credit and are not based on expected or 
anticipated movnnents in asset prices. 

A. Market Making 

1. The Essence of Market Maldne 

The essence of a market maker’s job is to provide liquidity by quoting prices to customers and 
then to respond intelligently to the risks acquired when customers act on the quoted prices. A 
single trade will typically expose the market maker to multiple risks, and the successful 
market m^er is one who makes the ri^t choices about which risks to prioritize addressing, 
in what sequence, and with which instruments. Ute optimal choices are fite ones that 
minimize the volatility of his or her portfolio while maximizing the amount ofbid-offisr 
spread captured over time. Market making thus necessarily involves risk mitigation rather 
than risk elimination. The proposed rule introduces significant uncertainty into this 
optimization process and risks diminishing the willingness of market makers to provide 
liquidity. 

Regulated banking entities and broker-dealers are by far the largest providers of market- 
makmg-related services. The existence of a robust, competitive field of bankii^ oititics 
willing to provide liquidity is essential to creating secondary market support for investments 
like corporate and municipal bonds. Without the predictable source of secondary market 
liquidity that market makers provide, the risks of bond ownership would increase, causing 
investors to raise borrowing costs to issuers. That, in turn, would seriously impair capital 
formation. 

In essence, the distinction between prohibited proprietary trading and the core capital-raising 
functions of the U.S. financial markets now rests cm the agencies’ interpretation of the words 
“designed,” “reasonably expected,” and “near term.” Given the vital importance of the 
distinction, the choices that regulators make in implemehting the statute are critical. While 
the proposed rule represents a good faith effort to ^olve the uncertainty generated by the 
statute, its approach to supervision could reduce the willingness of firms to make markets. As 
we note in the introduction, in its directions to the FSOC, the statute clearly identified the 
promotion of safety and soundness as one of its primary objectives. At the same time, it 
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speciHcally recognized thet some market-making-rBlated -activities were not in conflict with 
this objective and should be protected. The proposed rule instead focuses heavily on the 
possibility of firms “hiding” prohibited behavior or mischaracterizing activities to evade the 
statute and is insufficiently focused on the safety and soundness of firms and the financial 
markets more broadly. What follows in this section of the letter is a discussion of the 
principal issues fiiat we believe should be addressed in order to minimize the adverse effects 
of the proposal on roarket-making-related activities. 

2. Liquidity Substitution and the Shadow Banking System 

A few observers have suggested that, while the statute may reduce the ability of banking 
entities to provide liquidity, that effect may be offset by an increase in market participation by 
noD-regulated firms. We believe this argument is misplaced for two reasons. First, the statute 
provides a clear exemption for market-making activities by banking entities rather than 
directing the agencies to consider alternative providers of that service. Second, and more 
fundamentally, market realities make it hi^y unlikely that non-regulated entities would have 
the incentive or resources to serve as dependable market makers at iranow spreads, 
particularly in volatile markets when such services are most necessary. Such a suggestion 
ignores lessons from recent financial crises and ^eatJy underestimates the importance of 
housing critical financial services within the regulated banking sector. 

One important lesson is that procyclical liquidity is not a substitute for throtrgh-the-cycle 
liquidity. We view our market-making business as part of an overall fianchise that includes 
commmial banking, lending and underwriting relationships. Higb~fiequency braders aird 
hedge funds play an important role in financial markets, but their business models do not 
require the development or maintenance of such relationships. As such, we believe that their 
willingness and ability to accept risk to suprpoit clients during periods of market stress (when, 
as we note above, a market maker’s services are of the greatest value) will naturally be more 
limited than those of a banlcing entity. 

Market makmg is optimally located within financial institutions that are subject to close 
prudential supervision- The minimum capital requirements to which banking entities are 
subject ensure that, even in stressed meikets, tirey have su^cient capital to participate 
actively in market making. Also, banking entities typically have access to diversified sources 
of funding that allow them to assume less liquid and more volatile positions fiom clients with 
greater confidence. By contrast, non-regulated financial market particip>aDts are typically very 
^inly capitalized and have limited, if any, acc^ to traditional capital markets. Furthermore, 
managing the complexity associated with large pKutfolios of lightly mismatched “leftover” 
risk over long periods of time and in all maricet conditions, which is a critical clement of a 
market-maker’s role, requires access to capital and risk management infiastmeture that is only 
found in banking entities. As events like &e collapse of Long Term Capital Management and 
others have demonstrated, market events like unexpectedly high margin calls threaten the 
viability of highly leveraged or lightly capitalized market actors with complex portfolios of 
offsetting positions. 
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Also, many non-regulated entities operate a business mode! that depends on executing a high 
volume of intra-day transactions and ending the trading day without any risk position at all. 
Even a small increase in execution uncertainty or operational risk can lead such an entity to 
exit a maricet The ‘^ash crash” of May 6, 2010 clearly demonstrates the destabi lising effect 
of such contingent liquidity. 

We expect that, however it may be implemented, the statute will reduce liquidity. That 
impact will lead to a widening of bid-offer spreads that will attract non-regulated entities, at 
least temporarily. But we encourage the agencies to recognize that the business model of 
non-regulated entities means that any commitment to providing liquidity is likely to prove 
limited, high in cost, and fickle, 

3. The Definition of Trading Account 

As noted above, the proposed definition of trading account is broader than the statutory 
definition. 

In a later section, we describe how the proposed market risk capital test would expand the 
statute to cover asset-liability management fimctioixs that should be permissible, wd why it 
should be eliminate. Here we focus on three additional issues: (1) why the registration test 
should also be eliminated; (2) why the 60-day presumption is counter&ctual and should be 
eliminated; and (3) how, in one way, the proposed rule expands the purpose test unwisely. 

Registration Test 

The inclusion of the registration test in the final rule would create significant uncertainty 
about the scope of the proprietary trading prohibition. Ilie test appears to overlap entirely 
with the purpose test and, as such, is redundant Further, the fintd rule will apply globally. In 
the course of preparing for the implementation of the final rule, it is becoming clear that, in 
certain jurisdictions, it is difficult Co conclude with certainty whetho^ fiequent long-term 
investing activity gives rise to a local dealer registration requirement In cases where it does, 
the registration test would make activity that lacks short-tenn trading intent subject to the 
statute’s prohibitions. Since that would exceed Cangressional intent the registration test 
should be removed from the proposed rule completely. 

Presumption 

Although it is described in the proposed rule as being intended to “simplify” and to provide 
“greater clarity and guidance,” the rebuttable presumption set out in the proposed rule that any 
covered financial position held for sixty days or less is a trading account position’^ (the 
“sixty-day presumption”) is an expansion of the proprietary trading prohibition set out in the 
statute. Nothing in the statute requires or implies a requirement for such a rebuttable 


’’ See proposed rule Section .3(bX2)00- 
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presumption and there should be no such presumption in the Hna! rule. The sixty-day 
presumption only increases the uncertainty surrounding the proprietary trading prohibition. It 
is ^ from clear \vhat evidence would sufBce to rebut the presumption. Also, the inclusion of 
the sixty-day presumption highlights confusing inconsistencies in the agencies’ approach to 
the definition of trading accomiL hi relation to the market risk rules test, when looking for 
guidance with respect to the phrase “short-term,” the proposed rule refers to the FASB ASC 
Master Glossary definition of “trading” which notes that “near-term” for purposes of 
classifying trading activities is “generally measured in hours and days rather than monUis or 
years.” We find that inconsistent widi a rebutbble presumption that a position held for two 
months was acquired with short-term trading int^t. The proposed rule itself at footnote 102, 
also appears to note the inconsistency.** 

Purpose Test 

While we generally support reverting to the statutory purpose test as the sole definitioo of 
trading account, we are ccmcemed about the statement that a trading account ‘Vould also 
include a derivative, commodity future, or other position that, regardless of the term of diat 
position, is subject to the exchange of short-term variation margin through which the banking 
entity intends to benefit from short-term price movements.”*^ Decisions about the btervals at 
which collateral should be taken from counterparties are taken by credit risk managers, not 
traders. They reflect credit risk appetite, not trading intent. Regularly taking coUateralto 
mitigate the credit risk associate with a financial transaction simply is not an indicator of 
short-term hading intent, and the statement should be deleted. It should be noted fiiat Title 
VII of the Dodd-Frank Act will require certain firms to take collateral from their 
counterparties on a daily basis in respect of swap and secioity-based swap transactions 
whether or not they actually want to do so. Since (hat collateral posting is mandatory, it says 
nothing at all about intent If lefr in be fuutl mle, the statement may cause banking entities to 
alter otherwise prudent risk management practices to conform to the final rule. That would 
run contrary to the stated purpose of the statute and constitute a clear case of the cost of a rule 
outweighing its benefit 

4. The Proposed Rule Should Not Rely on Hmd-Coded Criteria 

Because of its multiple overlapping parts, theprr^sed rule does not provide regulated 
entities a clear path towards compliance. For market making to continue in its current form. 


proposed nil« at footnote 102; "See FASB ASC Master OloauTydefioition of "liBdiDg.” AlAough 

§ .3(bX2)(u} of the proposed rule iocludes a rrtniuabte presumftiwn that an account used to acquire or take 

certain cov<^ finaoeial positiona that are held for 60 days or less is a trading aocouot the agencies note that 
U.S. OAAP does not include a presumption that seoiritiea sold within 60 days of acquisition were held for the 
purpose of selling them in (be near tom." 

'*See proposed rule at page6S85S. The purpose test also includes covered Hoanciat positions acquired or taken 
principally for the purpose cfbenefitting from actual or expected sbort-term price movements. 
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as the statute clearly intended, firms should have a way of knowing whether the activities they 
are conducting will or will not qualify for the ext^ption. 

For example, Section •4(bX2)(vi) of the prq>osed rule requires firms to conduct their 

market making-related activities in a maimer coosistent with Appendix B to the proposed rule. 
However, Appendix B provides that consistency with Appendix B is insufficient and also 

requires compliance with all of Section .4(b). In places, Appendix B and Section .4(b) 

address the same topic, and it is unclear whether compliance with Appendix B also constitutes 
compliance with the corresponding criterion in Section 4(b). If it does, it is difficult to see 

why there is a separate criterion in Section .4(b) at alL If it does not, it is unclear what 

additional compliance steps are required. Addressing the subject matter of Section 

.4(bX2)(ii), (iii), (iv), (v) and (vii) of the proposed rule only in Appendix B would resolve 

the confusion that presently exists in the architecture. 

The proposed rule proposes to apply seventeen metrics daily at a variety of points in the 
firm’s trading hierarchy. Also, Appendix B to the proposed rule is a multi-page description of 
the distinctions between permitted market-making-related activities and prohibited proprietary 
trading that notes firquently how facts and circumstances can cause a genuine maricet-making 
busine^ to resemble a proprietary trading business. Because of its use of hard-coded criteria 
in the proposed rule itself, as the proposed rule is presently constructed, a trading desk that 
has all of the anatomical properties of a maricet-making business,'^ that consistently yields 
satisfactory results with respect to the preponderance of the seventeen metrics and that 
operates its business consistent with Appendix B can still be told that its activities are 
prohibited proprietary trading because, for example, it held itself out on a regular basis when - 
it should have held itself out on a continuous basis. That is clearly the wrong result and 
would be avoided if the subject matter of Section _^.4(bX2)(ii), (iii), (iv), (v) and (vii) of the 
propose rule were addressed only in Appendix B. That would allow the agencira greater 
flexibility as it would ensure that “facts and circumstances” can be factored into regulatory . 
decisions. In a rule intended to address a variety of products and all market conditions, that 
flexibility is essential to proper supervision. 

5. The Proposed Rule Goes bevond the Statute to Proscribe “Marke^-yvlalQDg Related” 
Activities ... 

The statute very clearly permits the purchase, sale, acquisition or disposition of securities and 
other instruments In cormection with maricet-making're/a/e</ activities. As the agencies are 
aware, the word “related” was specifically added (hiring the House-Senate conference 
process. In places, however, the proposed rule appears to read this word out of the statute. 

For example, the proposed rule states: 


Porexainple, the business employs sales staff that cover clieots, issues reseaich to clients, deliven pricing runs 
to cb'enu and b considered by the Street and by cheots to be a marlcel-maldng business. 
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a trading desk or other organizational unit of a banking entity that is engaged wholly 
or principally in arbitrage trading with non-customers would not meet the terms of the 
proposed rule’s market making exemption.'^ 

While some types of arbitrage trading might properly be considered speculative, others clearly 
relate to customer needs and should be seen as a part of a firm’s market-making-related 
activities. Corporate bond exchange-traded funds provide a useful example of the latter. 
Exchange-traded funds are a low-cost means by which investors, often mdividuals, are able to 
participate efficiently in markets that would otherwise be closed to them. For the product to 
work, two conditioDS must be met: the underlying bonds must be tradable and liquid, and 
market participants must be willing to execute arbitrage transactions between the exchange- 
traded fund and the underlying bonds. The corporate bond exchange-traded fimd market 
could not continue to function as it does without that arbitrage activity; supply and demand 
forces would cause the exchange-traded fond to diverge ficm foir value and distort its 
performance. The liquidity on the underlying bonds is provided by corporate bond market 
makers. For an exchange-traded fond market-maker, the ability to optimize various sources 
of liquidity, including the underlying corporate bond market, is an important factor in the 
efficiency t^t drives the exchange-traded fund’s low friction costs. But the exchange-traded 
fund market-maker’s portfolio construct might at times have the appearance of an arbitrage 
strategy. Often, as a matter of organizational efficiency, firms wiU restrict that strategy to 
certain specific individual traders within the market-making organization, who may 
sometimes be referred to as a “desk.” The proposed rule apparently would not allow such a 
desk to rely on the market-making-reiated exception. We believe that this is inconsistent with 
the statute and unwise as a matter of policy. 

Also, in ordN to minimize risk management costs, firms commonly organize their market- 
making activities so that risks delivered to client-facing desks are aggregated and passed by 
means of internal transactions to a single utility desk. The aggregated client-delivered risk is 
then hedged in aggregate and, optically, can bear some of the characteristics of arbitrage. 

Such activity is a direct function of a firm’s market-making operations, and we encourage the 
agencies to recognize it as permitted maiket-making-related behavior. 

6. The Protwsed Rule Creates Considerable Doubt about the Status of Inteidealer Trading 
Activity 

Interdealer trading is a vital component of maricet making, as permitted under d^e statute. 
Accordingly, we suggest the agencies clarify that the nature of the trading relationship 
determines whether an activity is market-making-related, not the characteristics of the parties 
to the transaction. 

In its discussion of the Customer-Facing Trade Ratio, the proposed rule notes that: 


Ss£ proposed rule at page 6S871. 
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A broker-dealer, swap dealer, or security-based swap dealer, any other entity engaged 
in market making-related activities, or any aifiliate thereof may be considered a 
customer of the trading unit for these purposes if the covered banking entity treats diat 
entity as a customer... ® 

We regard that comment as a recognition of the important fact that there is a significant 
amount of interdealer trading activity where one dealer is acting as the customer of another. 
We also agree with the direction of the following comment made in the proposed rule: 

activities by.. .a person that primarily takes liquidity on an organized trading facility or 
exchange, rather than provides liquidiw, would not qualify for the market-making 
exemption under the proposed rule...’^ 

Whether or not conducted on an organized trading fecility or exchange, trading activity that 
has as its primary driver the provision of bquidityis market-making-ielated activity and 
should be permitted. We see no distinction in this regard between anonymous exchange- 
traded traosactioits and over-the-counter transactions where the identity of the counterparties 
is cUsclosed. 

A particularly vivid example of why the agencies should clarify the status of bterdealer 
activity is the direct market in currency options. The market is c^led “direct” because it is 
entirely bilateral and is neither intennediated by inter-dealer brokers nor executed on any 
organuMd tradmg facility. The currency options, market is a global, 24-hour, 6-day'per-week 
market Following the decades-old conventions of foreign exchange spotmaricet, fixins 
provide two-way prices to euh other in that market on demand. This informal agreement to 
quote two-sided prices to other market makers is an essential feature of being a market maker 
in the global currency options market When one market maker provides pricing to another in 
that market, it considers the market maker to which it provides the pricing to be a customer. 
Access to that interdealer liquidity is essential to allow films to develop the risk inventory 
needed to satisfy demand in their market-making fimichises and to manage risks delivered to 
them by their non-dealer customers. At present, there is considerable confusion in the 
industry about whether the agencies view this activity as prohibited. We strongly recommend, 
that the agencies clear up that confusion in the final rule. 

7. The Proposed Rule Undervalues the Metrics 

The proposed rule notes consistently that the metrics are designed for “identifying trading 
activity that warrants additional scrutiny.” They are equally well designed for identifying 
trading activity that warrants no further scrutiny. While we agree that no single metric can 
serve as a dispositive tool for identifying prohibited proprietary trading, we submit that if a 
business routinely passes over a dozen metric tests designed to determine whether it is a 


'* Proposed nile at page 68960. 
Proposed rule at page 68872. 
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market-making business, the need for further inquiry into the nature of the business is 
significantly reduced and may be superfluous. The final rule should provide that where a firm 
has established an internal compliance program wifii respect to a business and the metrics diat 
are run by the finn demonstrate that the business is a muicet-maldDg business, the business 
should benefit from a rebuttable presumption that h is in compliance with the final rule. 

8- The Metrics Require Chances to Reduce Impact on Liquidity and Decrease 
Implementation Burden 

Level of R^orting. The proposed rule requires banking entities to calculate and report 
metrics at points in the organizational hierarchy down to the trading desk level. The choice of 
level at which to apply metrics is an extremely important one; while too hi^ a level may 
cause smoothing of results, too low a level will routinely generate false positives. The 
opportunity to explain the facts and circumstances surrounding false positive mitigates the 
barm, but not enou^: knowing that individual decisions will require explanation will 
seriously chill desirable capita] commitment by maricet makers. That chilling effect will be 
magnified at the worst possible times since the incidence of &J3e positives will increase in 
distressed market conditions, when a market maker's services are of the greatest value. 

The propb^d rule could safely be less granular and still be elective. At JPMorgan, the most 
senior level of trading risk management is referr^ to as the Investment Bank Risk 
Committee, of IBRC; and meets weekly to discuss the Firm's trading risks. The beads of all 
the tradihg busmesses are represented at these meetings, and positions are discussed at a level 
of granul^ty that ^propriately reflects the materiality of the risk. We believe that the 
metrics should not be applied below the level at which data is routinely reviewed by senior 
management at these IBRC meetings. For example, at JPMorgan, the trading business level 
would be Credit Trading or Institutional Equity as opposed to a sub-level within each business 
- e.g., North American Credit Trading. 

Frequency of Reporting. The proposed rule proposes monthly reporting of metrics. While 
the agencies should retain the ability to request more fiequent reporting on an exception basis 
and firms should be required to iiwestigate anomalies as they arise, the routine Trotting 
frequency should be quarterly. Monthly reporting is too frequent because of the complexity 
of the process that surrounds the generation of regulatory reports. Before such leports are 
submitted to regulators, they are subjected to trader, compliance, risk-manager and senior 
management reviews. That process is time consuming and, as a result, such reports are 
generally produced only on a quarterly basis. 

Calculation periods. Simitariy, thirty-day and sixty-day calculation periods are too short for 
some of the proposed measurements. A thirtyrday calculation period will typically capture 
only 22 trading days. For statistical calculations, a sample set of 22 data points is just too 
small and creates an unnecessarily high degree of measurement uncertainty. To maximize 
their usefulness, the calculation period should be one calendar quarter (typically 63 trading 
days) for each of the following proposed quantitative measurements: 
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• Volatility of Comprehensive Profit and Loss and Volatility of Portfolio Profit and Loss; 

• Comprehensive Profit and Loss to Vol^lity RMio and Portfolio Profit and Loss to 
Volatility Ratio; 

• Skewness of Portfolio Profit and Loss and Kurtosis of Portfolio Profit and Loss; and 

• Spread Profit and Loss. 

Utility of the Metrics. Some of the metrics are completely new; they are not currently in 
widespread use in the industry. Two metrics in this category are Iny witory Risk Turnover and 
Spread Profit and Loss. While each is potentially useful in concept, the proposed 
implementation set out in the proposed rule is dramatically more difficult than necessary and 
will yield negligibly more insight than a less burdensome VBi|ion of the test. 

The Inventory Risk Turnover metric should focus only on the principal measure of directional 
risk for the subject portfolio. One of the core functions of a market-maker is to warehouse 
certain secondary risks, which is essential to the proper functioning of most markets. The 
purpose of an inventory turnover measure is to compve the amount of risk that a market 
maker retains to the size of the market maficer’s client franchise. A typical securities trading 
desk will trade many securities, and many desks will trade both derivatives and securities. 

The proposed rule’s proposal to require firms to compute risk turnover in relation to all of the 
regularly produced risk sensitivities of all instruments within the relevant portfolio wotdd 
require risk turnover to be calculated for ten or more risk sensitivities in some businesses'aod 
is excessive. 

We believe that focusing only on the principal measure of directional risk strikes the right 
balance between practicality and relevance. Any concern that focusing only on that principal 
measure will encourage the warehousing of outsize positions in other risks should be 
mitigated by the application of other measuremrats (especially profit and loss volatility 
metrics and the Comprehensive Profit aitd Loss Attribution metric) that should eiTectively 
identity other risk concentrations. In addition, the more exotic the risk, the greater the 
difference in measurement methodology across firms. Requiring inventory risk turnover to be 
measured against more than the principal measure of directional risk will make it &r more 
challenging for the agencies to manage horizontal reviews and, as such, to maintain a level 
playing field among firms. 

With respect to the Spread Profit and Loss metric, the End of Day Spread Proxy is sufficient 
and shotUd be used for all asset classes. Using tfie prevailing bid'Bsk or similar spread at the 
time the purchase or sale is completed is far more onerous than is necessary to distinguish 
position-related revenue from spread-related revenue. It will yield meaningless results in 
institutional markets where clients have significant bargaining power (which describes most 
markets for the institutions most affected by the statute) because, in those markets, it would be 
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perfectly reasonable for a firm to record the most recently traded price as the midmarket price. 
In that situation, the Spread Profit and Loss would be zero, producing a metric “failure” in all 
cases. 

The End of Day Spread Proxy relies on processes that firms generally already have in place in 
response to industry-wide demand for accurate end-of-day valuations. It is much more 
objective than the proposed approach because it Is subject to far greater scrutiny by third 
parties. Correctly, the proposed rule notes the need for market makers to manage retained 
principal risk effectively. Balancing risk m order to be able to quote to clients is an essential 
element of a trading business that is designed to satisfy near term customer demand. For the 
most liquid asset classes, the proposed approach will cause market makers who successfully 
manage intia-day ftuctuations in client demand to appear to be trading with “a simple 
expectation of future price appreciation,”*® leading to defensive pricing behavior and a 
reduction in market liquidity. While it could be argued that our proposed approach would 
allow a proprietary trading desk with an intra-day trading mandate to appear to have only 
spread-related revenue,*’ any such business would fail a simple review of its mandate and set- 
up and would almost certainly produce profit and loss volatility niunbers inconsistent with a 
market-making business. 

With respect to tiie Customer-FMing Trade Ratio, we believe that the metric should not be 
based on trade counting; instead it should be a risk-based normalization, similar to the 
Inventory Risk Tiimover metric. The proposed approach introduces the possibility of 
nonsensical results. For example, a corporate customer might execute a multi-billion dollar 
hedge of its foreign currency exposure by buying a foreign currency put option in the FX 
Options maricet. The market-maker may, among other approaches, “call out*’ in the interbank 
market and exit the position in much smaller pieces. Hie result would be to have one 
customer trade and, perhaps, ten or more dealer trades, simply because each of the interbank 
trades is smaller. 

Further, as the agencies acknowledge,** Stress VaR is not in regular use for day-to-day risk 
management. For Basel purposes. Stress VaR will be calculated only at the highest level of 
die firm, and computing it at a more granular level creates a significant implementation 
burden as well as problems in terms of comp^bility and relevance of results. More 
importantly, as a measure that conveys no inform^on about intent or proportionality between 
the risk assumed and client demands, it provides little relevant information about a banking 


" See proposed rule at page 6887 1 . 

’’ If e proprietafy totdiog busioess bad an intni-day trading rnandate it would always cod ibe trading day with a 
flat position. If the mid-market value of its trades were only determined at eod of day then all of tbe raveniK 
would go into (be spread category, crating (be appearaow of compUance even though tbe activity is clearly 
prohibited. 

” SSE proposed rule at 68887. 
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entity’s compliance with the statute. We therefore believe that Stress VaR should be removed 
from the list of required metrics. 

Inapplicability to Asset-Liability Management 

The metrics proposed would not, in any form, be useful in distinguishing valid asset-liability 
management from proprietary trading. We discuss this in detail below, under “Asset-Liability 
Management” 

9. Solution-Driven Transactions 

We are concerned that, generally, the pn^osed rule does not appear to acknowledge the more 
structured, client-driven transactions that banking entities routinely enter into with their client 
base. Such transactions (which are often referred to as “solution” trai^ctions) are 
increasingly driven by client financing needs, but may also be driven by risk management 
coDsideratioDS. For example, a transaction may be designed to' provide a predictable source of 
funding for a client’s regulatory capital needs or to provide structured protection to a client on 
its loan or securities portfolios. Our goal is either to give the client indirect access to cheaper 
sources of funding or assume risks from the client that we then distribute to the market. 
Typically, the client-feeing transaction is relatively structured and we hedge or offret the risk 
assumed using a combination of transactions executed through our market-making desks. This 
activity is related to our market-making franchises and therefore permissible under the statute. 

Banking entities are by far the largest provider of these solution-driven products. We are 
concerned that the trading on behalf of customers permitted activity is not sufficiently broad 
to permit this activity and that a narrow interpretation of the requirement to hold oneself out 
“on a regular or continuous basis” would preclude reliance on the market-making permitted 
activity in connection with these cUent-driven transactions. We suggest the agencies make 
clear in the final rule that, for this purpose, a banking entity meets a requirement to hold itself 
out if it markets structured transactions to its cheat base and stands rea^ to enter into such 
transactions with them even though transactions may occur on a relatively iitfrequent basis. 

B. Risk-Mitigating Hedging Permitted Activity 

We discuss in detail below the application of the exception for risk-mitigating hedging to 
JPMorgan’s corporate asset-liability management fiin^on. It is within that function, rather 
than within our investment bank, that we hedge the structural risks of the company’s balance 
sheet In this section, we discuss how the risk-mitigating hedging exception applies to 
hedging within our investment bank. As the proposed rule acknowledges, hed^g is a vital 
part of market making, because it allots market makers to manage the principal risk they 
must incur to perform the function. In several ways, the proposed rule would make hedging 
more difficult 
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1- The Proposed Rule Should Not Relv on Haiti-Coded Criteria 

The criteria in Section .5(b) of ^e proposed rule should be factors to be considered when 

distinguishing prohibited proprietary trading fiom hedging, not tests that must be satisfied in 
every case in order to qualify for the hedging permitted activity. For example, we are 
concerned that even if all other requirements of the hedging section are satisfied, a transaction 
is not a hedge unless it is contemplated by the written policies established by the tinn 
pursuant to subpart D. That limits the ability of the firm to hedge unanticipated risks quickly. 

The hedging permitted activity set out in the proposed rule is much narrower than the 
discussion of the hedging permitted activity in the preamble. For example, the preamble 
states that anticipatory hedging is permitted b certab circiunstances but the text of the 
proposed rule itself makes no reference to anticipatory hedgmg.^ Hie mismatch between the 
discussion b the preamble and the hard-coded mteria in the proposed rule generates 
considerable imcertabty. Removing hard-coded criteria from the proposed rule would help to 
resolve that uncertabty. 

If the criteria in Section .5(b) b the hedging section of the proposed rule were removed and 

the subject matter of those provisions were addressed bstead in an appenchx to the proposed 
rule analogous to Appendix B, the agencies would be able to take facts and circumstances.mto 
account throughout the supervisory process, As we note above, we believe that is essential to 
the proper siqiervision of complex fbancial markets. 

The Importance of Scenario Hedging 

While most risk management is designed to address reasonably foreseeable risks, risk 
managers also routinely consider so-called "'tail risks;" remote, but potentially devastating 
movements m a portfolio of assets that can follow events like the collapse of a m^or fbancial 
institution or the insolvency of a highly leveraged sovereign entity. As the agencies are 
aware, bankbg entities routinely stress test their balance sheets against such outlying 
scenarios and many bankmg entities are currently engaged in stress tests concembg 
macroeconomic and fbancial market scenarios mandated by the Federal Reserve to ensure 
that institutions have robust, forward-looking capital plannme processes.^* Typically, 
scenario hedges are not dictated by individud trading desks." b &ct, it is common for 


” Sss page 68875 of die proposed rule and contrast it with Scctioo .5(b)(2X>i) oflhe proposed rule. 

** §££ Federal Reserve press release November 22, 201 1 at 
bttoy/wyw.fgdgalfeierve.gov/new8eveflta^oreaa/bCTeg/201 1 ll22a.btin. 

Since most scenario hedges are established at higher levels of organizatioD within banking entities, they would 

be subject to the additional docunieotalioa requiremeots set out in Section ^(c) oflhe proposed rule. Also, 

scenario hedges have a clearly ideotifiable riak and profit-and-loss profile. They should be identifiable using 
Vahie-at-Risk and Stress VaR and VaR Exceedance and revenue metrics. Coosequently, supervisors will have 
aiT^ie opportunity to require banking entities to explain the facts and circumstances surroun^g these trades. 
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individual trading desks to be unaware drat such hedges have been established because 
awareness might change behavior in a manner that undermines the value of the hedge. 

A position should qualify as a hedge if it Is reasonably correlated to a specific risk or the 
banking entity can reasonably demonstrate through its stress testing program that the position 
reduces its tail risks. At inception, the correlation between a chosen hedge and a given tail 

risk may be relatively loose. Section .5(bX2XH0 of the proposed rule requires that the 

hedging transaction be “reasonably correlated, based upon the &cts and circumstances of the 
underlying and hedging positions and the risks and liquidity of those positions, to the risk or 
risks the purchase or sale is intended to hedge or otherwise mitigate.” We believe that this 
requirement may be too narrow to permit scenario hedging and, as such, could deprive 
banking entities of an important ride management tool. ^ 

3. Intra-ETOUD activity 

Generally, tite proposed rule does not adequately discuss intra-group trading activity and 
therefore leaves unclear whether it is pennissible. For a variety of risk management, legal, 
tax and regulatory reasons, banking entities frequently use bodring vehicles that do not &ce 
external counterparties except to sun>ort the trading or hedging activities of other group 
members. For example, a hedge fund derivative transaction entered into by a U.S. banking 
entity mth a non-U.S. customer may be hedged by means of an o^etting transaction between 
the banking entity and a non-U.S. affiliate of the banking entity that buys hedge fund shares 
as its hedge for the oSsetting transaction. That combination of transactions provides the 
group, as a wfaole^ with an efficient hedge to frie customer-facing transaction. The proposed 
rule is drafted as though the same entity always executes both the risk-generating transaction 
and the hedge. The final rule should clearly allow banking entities to consider exempt groups 
of transactions entered into by difierent group members if they are coimected and in aggregate 
act as a hedge for specific risks feced by one or more members of the group.^ 

4. Documentatiop of Macro Hedges 

The proposed rule appears to underaatimate the frequency with which hedges are established 
by a supervisor or ri^ manager responsible for more than one trading desk. We believe that 
the requirement for contemporaneous docuraentatioD should apply only to hedges executed 
one level or higher above the level described in the example contained in footnote 161 ld the 
proposed role. That is, the documentation requirement should apply only to hedges that are 


We abo address these issues io the Asset-Liability Maosgemeot section of ibis letter below. 

Another example of (be proposed rule’s failwe to recognize iotn-group activity appears to relatioo to (be 
market-makiag permitted activity. In many cases, mere booking entities are able to rely on intn-group 
exemptiooi under local lew and do not carry dealer registrations. Sioce (be proposed rule nukes such 
registration an absolute condition, it would be impossible for such entitica to rely on the market making 
ex6rt4)tion. 
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established by the manager of a person responsive for more than one desk or by more senior 
management No additional documentation of a hedge transaction should be required at or 
below the level described in footnote 161 as long as the hedge in question is contemplated by 
the hedging policies and procedures maintained by the relevant business in compliance with 
Subpart D. OtherwisCt the administrative burden associated with the proposed rule would be 
significant to the point of interrupting normal trading operations. That, in turn, may cause 
banking entities to become exposed to grea^r risks. It should also be noted that these hedges 
will be subject to testing using metrics and, as such, will be subject to review by the agencies. 

The mandate of certain d»ks is to hedge the risks generated by other desks. Such risk 
management desks should not be subject to the documentation requirements with respect to 
their trading activity at all. We believe that it is incorrect to consido* such desks to be “at a 
level of organization that is different than the level of organization establishing ... the [risk 
generating transaction].” The two typically sit at the same level within an organization and 
typically have separate management reporting lines. If such desks were subject to the 
documentation requirements, their daily hading operations would be materially affected 
because they would be required to separately document the purpose of every trade executed 
The final rule should make cl^ that such desks are not subject to the documentation 
requirements. 

C. The Extraterritorial Application of the Volcker Role Would Create Competitive 
Disadvantages among U^. Firms 

The definition of “resident of the United States” contained in the proposed rule creates 
competitive inequalities among U.S. banking entities that operate overseas. As diaited, the 
proposed rule plhceS U.S. banks that operate overseas through branches at a disadvantage to 
U.S. banking entities that operate overseas through subsidiaries. To avoid these inequalities, 
the definition of ‘Vesident of the United States” should be conformed to the definition of U.S. 
person contained in the SEC's Regulation S. 

Many U.S. banks conduct activities in covered financial positions from their overseas 
branches. Such activities are typically heavily regulated locally. For example, the London 
branch of JPMorgan Chase Bank, N.A. is a “resident of the United States.” It is regulated by 
the UK Financial Services Authority. However, a long-established U.K. subsidiary of a U.S. 
firm is not captured by any clause of the “resident of the United States” definition. As such, 
in their dealings with a branch, overseas entities must take into account the possible 
application of the Volcker Rule to their transactions, but, in their dealings with a subsidiary, 
they do not. Consequently, overseas entities are more likely to want to deal with subsidiaries 
than branches. We see no policy justification for the competitive disadvantage at which 
JPMorgan Chase Bank, N would be placed - certainly no justification relating to the 
subject of the statute. 

The inclusion of foreign branches of U.S. banks within the definition of“re5identof the 
United States” in combination wkh the proposed rule’s definition of derivative, may adversely 
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impact trading in U.S. Government debt obligations by foreign investors in a manner that 
clearly was not intended by Congress. Althou^ the Treasury Secretary has proposed to 
exclude foreign exchange swaps and forwards from regulation as swaps for most puiposes^^, 
(he proposed rule proposes to include such product within the definition of derivative. 
Foreign exchange swaps and forwards are the means by which foreign investors convert local 
currencies into U.S. dollars so that they can purchase U.S. Government debt obligations. As 
such, liquidity in those products affects liquidity in U.S. Government debt obligations. Those 
products are very often executed with overseas branches of U.S. banka. If foreign exchange 
swaps and forwards remain covered financial products under the final rule and those overseas 
branches of U.S. banks are residents of the United States, then foreign investors will have to 
assess the proposed rule’s implications when they trade in those products with such local 
branches. That, we believe, may reduce liquidity in those products and that, in turn, may 
reduce liquidity in U.S. Government debt obligations. 

The agencies note that the definition of “resident of the United States” in the proposed rule is 
similar but not identical to the definition of U.S. person for purposes of the SEC’s Regulation 
S. As it relates to bank branches, the definition should be identical. The full provisions of the 
U.S. person definition of Regulation S should be added to the proposed rule so that the term 
resident of the United States does not include any agency or bran^ of a U.S. person located 
outside the United States if: 

(i) the agency or branch operates for valid business reasons; and 

(ii) the agency or branch is engaged in the business of banking and is subject to 
substantive banking regulation in the jurisdiction where located. 

D. Government Obligations Permitted Activity 

We refer the agencies to the letter dated February 10, 2012 submitted by JFMorgan, Wells 
Fargo Bank, N.A., Deutsche Bank AG, New York Branch, RBC Capital Markets, LLC and 
Soci6t£ G^irale, New York Branch, in which we convey our concerns about the impact of 
the proposed rule on the market for municipal securities that do not fall within the scope of 
government obligations permitted activity and the impact of the proposed rule on the tender 
option bond markets. We believe that the government obligations permitted activity is also 
too narrow in certain other key respects. Our other principal concerns and recommendations 
can be summarized as follows: 

• The permitted activity should be expanded to include derivatives referencing government 
obligations. 


” gee Detenniostioa ofForeign Exchange Swaps and Forei(p) Exchange Forwards Under the Commodity 
Exchange Act, 76 Fed. Reg. 23774 (May 5, 201 1). 
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* The govemmcDt obligatioiu pennitted activity should be expanded to include trading that 
is otherwise pennitted by law in the obligations of all foreign governments that are 
comparable in credit quality to the United States. 

Presently, the government obligations permitted activity addresses only direct holding of 
government obligations. As a practical maner, it is rare for trading desks to trade only a cash 
instrument; trading desks that trade in government obligations routinely trade also in futures, 
options and swaps referencing government obligations. Subjectmg trading in those 
instruments to the prohibitions of the statute could limit the ability of banking entities to 
position themselves efficiently and to hedge government obligations. ITiat, in turn, would 
reduce trading in the government obligations themselves and, therefore, undermine 
Congressional intent with respect to the government obligations permitted activity. Since 
trading in futures, options and swaps on government obligations is essential to trading in the 
government obligations themselves, we believe that the agencies should exercise discretion 
under i3(d)(i)(J) of the statute to complete the government obligations pennitted activity by 
extending it to such instruments. 

As noted above, we share the concerns of certain foreign governments that the proposed rule 
would reduce liquid!^ in non-U.S. government bonds.^^ We believe that, as a matter of 
comity and in order to ensure that liquidity in foreign government securities is maintained, the 
government obligations permitted activity should be expanded to encompass the debt of all 
foreign governments that have a credit quality comparable to the U.S. At a minimum, the 
agencies should make clear that all of a firm's activities that are necessary or reasonably 
incidental to its acting as a primary dealer in a foreign govenunent's debt securities are 
protected by the market-makiDg-related permitted activity. Such activities may require a finn 
to assume positions in such debt securities even in circumstances where near-term demand is 
entirely unpredictable. 

£. Commodity Forwards Should Not be Included in the Hnal Rule. 

The statute does not expressly encompass forward contracts in ooofinaocial commodities 
(“Commodity Forwards’*). Certain agencies have noted that Commodity Forwards are 
commercial merchandising transactions, whose primary purpose is to transfer ownership ofa 
commodity.^ The Department of the Treasury has noted that they are more similar to 
funding instruments, such as repurchase agreements.^' Allhou^ Commodity Forwards are 


” See Lettef from Chancellor of the BxdKqixr, Geoise Oshonie, to Chairman Beniaake, dated January 23, 2012 
("I am concerned that the regulations could bavu a signihcast advene impact on sovereign debt markets . . ■’*)• 

SSS joint SEC and CFTC release "Furthof Definition ofSw^, Security-Baaed Swap, sood Security-Baaed 
Swap Agreemeot; Mixed Swaps; Security-Baaed Swap Apeemeut RecordkeepiDg" (76 Fed. Reg. No. 99, May 
23, 2011). 

SfiS Determination ofForeign Exchange Swaps and Foreign Exchange Forwards Under the Commodity 
Exchange Act, 76 Fed. Reg. 23774 (May 5, 201 1). 
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excluded from the definitions of the terms “swap” and “security-based swap” in the 
derivatives-related provision of the Dodd-Frank Act,’* the agencies propose to exercise their 
discretion to expand the statute to encompass those instruments by including them within the 
Title VI definition of a “derivative." We believe that there is ample evidence that commercial 
agreements such as Commodity Forwards should not be considered “financial instruments" as 
that term is used in Section (b)(4) of the statute and, as such, should not be made subject to 
the restrictions of the statute. However it may be implemented, the statute will, to some 
extent, impair liquidity in every asset class that it muches. This liquidity conceih is made 
particularly acute by the lack of certainty currently surrounding the meaning of the term 
“spot*’ in relation to commodities where standard delivery periods can extend to wedrs and 
perhaps even months. As we discuss further below, we have very similar conceans and 
comments with respect to the proposal to extend the reach of the statute to foreign exchange 
forwards and foreign exchange swaps. We strongly encourage the agencies to refiuin fiom 
extending the statute to asset classes that are clearly commercial, as opposed to strictly 
financial, hi ndure. 

F. Loans 

While we support the exclusion of loans from the proprietary trading prohibition and the other 
provisions of the proposed rule directed at protecting the loan markets, we believe that the 
proposed rule does not go far enough in certain respects. Our principal concerns can be 
summarized as foUows: 

• The final rule should make clear that the piiinery means of transfening interests in loans 
are not within the scope of the rule. 

• We believe that there clearly are circumstances under which debt securities should be 
considered to be within the phrase “extension of credit” in the definition of loan and that 
the rule should leave room for the issue to be addressed on a case-by-case basis. 

• Tlie final rule should make clear that covered financial positions that are acquired by a 
fiiiD as a result of a default under a debt previously contracted in good &ith are not subject 
to the proprietary trading prohibition. 

• The loan securitizattoo exemption is too narrow to allow banking entities to acquire or 
retain an ownership interest in a typical loan securitization vehicle, a collateralized loan 
obligation. As such, they do not successfully implement the rule of consmiction under 
section 13(g)(2) of the statute. 

The purchase and sale of loans are outside the scope of the proprietary trading prohibition. 
Assignments and participations are the principal means used by lenders to transfer interests in 


section 721 (adding a new panigrapb 47(B)(ii) to the Commodity Exchange Act), 
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loans (and commitments to make loans). A loan participation is a traditional banking product 
used as an alternative to an assignment, ^icaUyin circumstances where consent to an 
assignment is unavailable. A loan participation is a transfer or acquisition of a lender’s 
economic interest in a loan that places tiie participant in the same risk position as an onmer of 
a portion of the loan. However, altiiough for many purposes (including accounting purposes) 
the originating banking entities uid the participant treat the participation as a sale of the loan 
to the participant, the “lender of record” does not change. Given the nature and purpose of a 
loan participation we believe that the agencies intend to treat loan participations as a loan for 

purposes of Section .3(b)(3)(ii) of the proposed rule. We believe however that the 

following text in the proposed rule should be clarified to avoid any ambiguity on this point: 

The reference in § :_-3(b)(3Xii) to a position that is, rather than a position that is in, a 
loan. ..is intended to capture only the purchase and sale of these instruments 
themselves. 

The proposed rule questions whether the definition of loan should exclude a security. We 
note below how su(± ui exclusion would undermine the value of the loan securitization 
exemption. It would also cause disruption in maricets where security-based products like 
variable funding notes are used in place of loans. Like repurchase agreements, while such 
products are legally distinguishable from loans, they operate in economic substance as loans, 
and are not based on expected or anticipated movements in asset prices. As with almost all of 
the subject matter of the proposed rule, a generalized approach to the meaning of the phrase 
“extension of credit” in the definition of loan would have unintended consequences. We 
encourage the agencies to use the initial conformance period to develop a comprehensive 
understanding of the policy and practical implicati<Mrs of a blanket exclusion of seciuities 
from that phrase and to work widr the industry to develop an approach to the issue that 
accommodates both the breadth of the statute’s proprietary trading prohibition and the n^ to 
preserve important sources of credit for U.S. and international businesses. 

Despite the exclusion of loans, lending activity will be reduced by the statute uidess tire final 
rule excludes from die proprietary trading prohibition all covered financial positions acquired 
by a finn in the ordinary comae of collecting a debt previoxisly contracted. Without that 
exclusion, banking entities will be less wilting to extend loans against collateral in the form of 
covered financial positions or to extend loans to distressed companies which may result in the 
lender receiving covered financial positions in Ueu of the debt previously contracted in a 
bankruptcy proceeding. We note that the proposed rule proposes to apply such an exclusion to 
the prohibition on covered funds activities. We strongly support that proposal and believe that 
it clearly should be applied in respect of the proprietary trading prohibition as well. 

The loan securitization exemption set out in Section .13(d) of the proposed rule (the “loan 

securitization exemption”) does not reflect the terms of typical loan securitizations. Even the 
most typical loan securitization vehicles, collateralized loan obligations, will, from time to 
time, own assets other than those listed in the loan securitization ex^ption. For example, 
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subscriptioa proceeds and proceeds from Che repayment of loans are commonly held in high 
quali^ assets such as Treasury securities, highly rated commercial paper or U.S. dollar cash 
until such time as they are applied, for example, to acquire loans. Also, like fums, 
collateralized loan obligations may receive assets other than loans in the course of collecting a 
debt previously contracted in good faith. It should also be noted that almost no collateralized 
loan obligations owns credit exposure exclusively in the form of loans; virtually all of such 
securitizations also permit a holding of corporate bonds or of bonds issued by other 
collateralized loan obligations. Although they may represent a small percentage of the overall 
assets of the structure, such “bond buckets*’ are an essential element of the structure because 
they allow the structure to access credit assets at times when appropriate assets in the form of 
loans are temporarily unavailable. Collateralized loan obligations are an important part of the 
loan markets. There will be almost no occasion on which it will be possible for a banking 
enti^ to rely on the loan securitization exemption in relation to a collateralized loan 
obligation. Consequently, the loan securitization exemption does not (even partially) give 
effect to the rule of construction under section 1 3(g)(2) of the statute (the “securitization 
exclusion”)^^ in that respect We recommend that tite agencies revise the loan securitization 
exemption to reflect the terms of market-standard collateralized loan obligation transactions. 

G. The Proposed Definition of Covered Funds Would Disrupt Certain Lending 
Activity 

We discuss in a separate section below several ways in which the definition of covered funds 
is overbroad with respect to our asset-management business, but note here additional issues 
that arise in the trading context. The proposed rule encompasses certain securitization 
vehicles and could result in the disappearance of a number of benelidal securitization 
activities altogether. That, in turn, would materially reduce the availabili^ of credit for a 
wide range of industrial, commercial and service-sector entities. As drafted, we believe the 
definition exceeds the requirements of the statute end fails to take proper account of the 
securitization exclusion; The ftnal rule should exempt securitization issuers that rely on the 
exemptions contained in Sections 3(cXl) ^<1 3(cX7) of the Investment Company Act, such as 
asset-backed commercial paper conduits (“ABCP Conduits”),^ from the definition of covered 
fund. 


Which providea tfut nothiog in the statute ia to be ‘'conatiued to limit or restrict the ability of a banking entity. 
. . to sell or securitize loans . . 

^ An AfiCP Conduit is a special purpose entity, otien est^Ksbed by a finn, which issues asset-backed 
commercial paper to fbod such ABCP Conduit's activities. ABCP Conduits provide financiog to customers of 
the firm by providing secured loans to special purpose eatidea alabliahed by cuslomen, or by purchasing asset- 
backed securities issued by special purpose entities estabUsbed by customers, in order to fbeililate the ABCP 
Conduit's issuance of asset-backed commercial paper, Ute fliin that establishes the ABCP Conduit provides 
liquidity facilities to (he conduit to provide funds for (he tiiiidy lepaymeot of commercial paper, and hequeotly 
provides additional credit enbancement to the conduit, oto in the form of a letter of credit ABCP Conduits aro 
prominent examples of securitization vehicles (hat would be considered ‘'Covered Funds” under ibe proposed 
rule, because they rypicsily rely on the exemptions contained in Section 3(cXI) or 3(c)(7) of the Investment 
Company AcL 
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Finns are involved in securitization transactions in various capacities. In addition to 
securitizing their own loans, for example, they arrange and underwrite securitization 
transactions for tiieir customers, provide liquidity focilities and oredit enhancement to 
securitization vehicles, establish and administer vehicles such as ABCP Conduits to provide 
financing to their customers, and provide such financing directly to customers forough the 
direct purchase of asset-backed securities. Certain securitizations are able to rely on 
exonptions from foe Investment Company Act other foan those contained in Sections 3(c)(1) 
and 3(c)(7) of that Act, but many securitizations, such as ABCP Conduits, would be 
investment companies but forfoose exemptions and, as such, would.meet foe definition of a 
cov^ed fond under foe proposed rule. Precluding banking entities from engaging in activities 
tiiat have long been recognized as permissible activities for banking entities, and foat are vital 
to foe normal fonctioning of the securitization markets, will have an. extremely significant and 
negative impact on the securitization markets and on the ^ility of bankitig entities and other 
companies to provide credit to their customers. 

Because Congress understood the important role that securitization plays in the provision of 
credit to consumers and companies, it included the securitization mcclusion in foe statute. If 
the definition of covered fimd set out in the proposed rule is adopted in the final rule then foe 
final rule will restiict the ability of banking entities fo sell or securitize loans and foe final rule 
will not give effect to foe securitization exctusimi. 

The proposed rule suggests that foe agencies consider themselves bound by the statute to treat 
all entities that rely on the exemptions contained in Sections 3(cXp and 3(cX7) of foe 
Investment Company Act as hedge funds or private equity funds.V We believe foat foe 
agencies are not so bound and, in fact, could have defined hedge ftinds aird private equity 
fonds without reforence to those exemptions at all. Under the statute, foe terms hedge fond 
and private equity fimd are defined to mean an issuer that would be an investment company 
under those exemptions or such similar fimds as the agencies may, by rule, ketamine. The 
proposed rule suggests that the agencies interpreted an “or" in section (hX2) of foe statute as 
an “and," resulting in the overly broad definition of covered fund contained in foe proposed 
rule. We believe that the agencies have foe statutory flexibility to adopt a definition of hedge 
fund and private equity fund that encompasses only those entities that are recognized in foe 
market place as su^ and that excludes entities, such as securitization vehicles, that are clearly 
distinguishable from hedge funds and private equity funds. In fact, foe securitization 
exclusion explicitly directed foe agencies to avoid adopting rules foat would limit or restrict 
the ability of banking entities to sell or securitize loans. 


Sss proposed rule a( page 68897: “The (aoposed rule follows the scope of the statutory definiiioD by covering 
on issuer only if it would be an investmeal conipany, as defined in the Investment Company Act, section 
3(c)(1) Of 3(c)(7) of that Act." 
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As is true for collateralized loan obligations, the loan securitizatioD exemption is too narrow 
to be of sufficient value in the broader securitization context as it applies only to issuers of 
asset-backed securities whose assets are solely composed of “loans” and certain other assets. 
This fails to recognize that securitization issuers commonly hold assets such as liquidity 
facilities, credit enhancement, and highly liquid investments or cash in their collection 
accounts. Notably, it also appears that the agencies are interpreting the definition of “loan” 
quite narrowly, as the preamble indicates that the agencies do not view that definition to 
include asset-backed securities. However, securitization vehicles routinely purchase assqt- 
backed securities and other financial interests that have long been viewed by banking entities 
and the agenda as simply an alternative means by which bankmg entities provide financing 
to their customers. 

The risk retention exemption also has been drafted too narrowly to be of use in implementing 
the seciuitization exclusion, as it limits the amount of a finn’s interest to the minimum risk 
retention requirements of new Section ISG of the Exchange Act and the rules adopted 
thereunder (the “Risk Retention Rules”)- However, the Risk Retention Rules acknowledge 
that a securitizer may be required to maintain risk in excess of the minimum specified in those 
rules due to the demand of investors, other rules (including Article 122 b of the European 
Union Capital Requirements Directive), or in order to avoid breaching the minkmun risk 
retention rules due to fluctuations in the underlying asset pool. 

Furthermore, even if an entity is able to rely on the loan securitization exemption or the risk 
retention exemption as they appear in the proposed rule, a firm that spoDson* manages or. 
advises a securitization issuer would be prohibited by the so-called Super 23A provisions set 
out in Section 1 6 of the proposed rule fiom entering into “covered transactions” with liut 
issuer. That would prevent many banking entities fiom providing the liquidity fecilities and 
credit enhancement that investors in the asset-backed securities require. If such atiianceinents 
are not provided then the securitization simply is not viable. The end result of aU of these 
provisions is that the sale and securitizations of loans will have been limited or restricted by 
the rules that give effect to the statute, contrary to the clear intent of the securitization 
exclusion.^ 

While we recognize that the agencies could retain the loan securitization exemption and the 
risk retention exemption and attempt to revise those exemptions to address concerns raised by 
participants in the securitization markets, we believe that it would be extremely difficult to 
modify those provisions in a way that would give full effect to the securitization exclusion. 
The FSOC Study clearly recommended that the agencies carefully evaluate the range of funds 


We note that we are not providing the agencies witfi an exhaustive list of all problema that the proposed rule 
poses to securitUBtion vehicles, as we believe that the most efficient and rflbctive way fbr the agencjea to 
address these problems is to exclude securitizatioti vehicles fiom the defioition of covered fund. For s more 
complete list of securidzatioD related issues, the ageocies should refer to comment letten drafted by various 
todusiry groups, ia particular, (be comment letters submitted by the AmericaD Securitizatioo Forum sad SfFMA 
with respect to Voicker Rule provisions (hat impact securitizatirm. 
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and other vehicles that rely on the exclusions contained in Section 3(c)(1) or 3(c)(7) of the 
Investment Company Act,^’ We encourage the agencies to revisit the approach taVen in the 
proposed rule to ensure that the approach taken in the final rule does not inadvertently limit 
the availabili^ of credit by unnecessarily and inappropriately limiting the abili^ of banking 
entities to engage in securitizatioD activities. 

H. Repurchase and Revem Repurchase Agreements 

We agree repurchase or reverse repurchase agreements should not be considered trading 
account instruments. We also agree with the statement that, in substance, such transactions 
operate much like a secured loan, and are not based on expected or anticipated movements in 
asset prices. However, we believe that the proposed rule should have gone further and 
extended the treatment given to r^urchase and reverse repurchase agreements to all 
transactions that a firm can reasonably demonstrate are not based on expected or anticipated 
movements in asset prices and Aht, notwithstanding their legal characterization, operate in 
economic substance as a financing transaction. 

Several types of transactions with legal characteristics that distin guish them from loans are 
analogous to extensions of credit and are not baaed on expected or anticipated movements in 
asset prices. Total rate of return swaps where the firm is fully hedged by holding the asset 
fiiat is the subject of the swap is an example. In such trades, the economic interest of the firm 
is limited to the value of a financing leg that is ^icdly a floating rate of interest plus » 
spread. A' foreign exchange swap is a further example. As the Department of the Treasury 
noted in its proposed DetemiiiiBtion of Foreign Exchange Swaps and Foreign Exchange 
Forwards under the Commodity Exchange Act“ (the “propos^ FX determination”) foreign 
exchange swaps are '‘predominantly used as ^oit-term fimding instruments similar to 
r^uichase agreements”. Although the proposed FX detennination treats thein differently,^^ 
precisely the same can be said for currency swaps. Currency swaps are currently the primary 
source of U.S. dollar funding for European entities that fund natu^y in euro but also have a 
need for U.S. dollars to fund their operations. Given the current economic crisis in Europe, 
many of such entities are unable to access the U.S. dollar-denominated commercial paper 
market and the currency swap maritet (also referred to in this context as the basis swap 
market) has become the funding source of last resort Importantly, a detennination that these 


Ss FSOC Study at page 61 . We support comments being submitted by 5IFMA regarding an exclusioo for 
securitisatioa vehicles from the dediaitidD of covered ^d as well as a similar exclusion for other investment 
vehicles that might rely on the exemptions contained in Sections 3(c)(1) and 3(c)(7) but that are not in the nature 
of 8 hedge fund or private equity fund. 

.Sa DeterminatioQ of Foreign Exchange Swaps and Fotti^ Exchange Forwards Under the Comnodity 
Exchange Act. 7d Fed. Reg. 15774 (May 5, 201 1). 

Although the proposed FX dotennuiati<« treats them difTerently, foreign exchange swaps and currency swaps 
are not materiaily difTereot in (his respect. BoUi ere, in essence, funding traruactions. Currently, it is market 
practice to structure these funding transacdons as cuneocy swaps. 
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types of iTBJisactions are not subject to the Volckcr Rule’s prohibitions would not affect their 
status under, for example, the securities laws or the Commodity Exchange Act Total rate of 
return swaps transactions and currency swap transactions would remain heavily regulated as 
security-based swaps and swaps, respectively. Foreign exchange swaps would remain subject 
to the CFTC’s new trade-reporting requirements, enhanced anti-evasion authority, and 
strengthened business-conduct standards for swaps dealers and major swap p^cipants; 

L The Statute’s Exceptions Apply to All Activities It Covers 

We support the letter submitted by three law finns, which makes clear that all exceptions 
contained in the statute unambiguously apply ^ all types of conduct covered by the statute, 
whether it be hading or fund ownership.^ 

This point is important. For example, as we note above, many structured finance vehicles rely 
on the exemptions contained in sections 3(c)(1) and 3(cX7) of the Investment Company Act 
and, as such, would be covered funds as that term is presently de&ed in the prc^osed rule. 

As the proposed rule is presently structured, the market-maldng permitted activity affords an 
exemption from the prohibition against proprietary trading, but affords no exemption from the 
prohibition against acquiring or retaining an ownership interest in covered funds. As a result, 
we would be unable to engage in customer-driven underwriting and market making activity 
with respect to assets such as collateralized loan obligation equity, European exchange-traded 
fund securities and securities issued by U.S.-exdiange traded funds that are ccmunodity 
pools. 

J. Compliance Program 

We support the clear statements in the proposed rule permitting a banking entity to establish a 
compliance program on an enterprise-wide basis when practical.^* We believe that 
coordination - and, when appropriate, consistency - across trading units will be essential to 
die effective and efficient implementation of a compliance program on this scale. As 
currently proposed, however, the non-metric aspects of the compliance program are too 
granular, would be unoeceesarily duplicative, and would disrupt trading activities. The 
proposed rule should be revised to permit greater flexibility in the level of the organization at 
which certain policies and procedures are implemented. We see limited benefit to 
implementing and maintaining separate written polici^ and procedures for each trading unit, 
and believe that it wilt be counterproductive for policies and procedures to be so granular. 
Indeed, this manner of documentation and maintenance will likely reduce the clarity and 


* Ss Memorandum from Cleary Gottlieb Steen & Hatniiton, Davis Polk & Wardwell, and Sullivan & 
Cromwell, January 23, 2012. 

Unless specifically stated, our comments on (he con^liaoce requirements focus on the non-metric aspects of 
(be enhanced program required under Section ^-20(0X1} the proposed rule. 
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accuracy of the message to traders, and increase the likelihood of uninteiided inconsistencies 
between the numerous, duplicative compliance framework documents. 

More specifically, the proposed rule’s inflexible requirement that cotain policies and 
procedures exist for each trading unit wilt ultimately detract from banking entities’ ability to 
maintain a coordinated, organization-wide compliance program for at least three reasons. 

First, OUT experience suggests that it is counterproductive to implement policies or procedures 
on such a granular level because it creates a false, and potentially hazardous, implication that 
the policies or procedures in question covo^ every possible scenario that may be encountered 
by a trading unit and therefore can be relied upon as an all-inclusive “checklist” Because no 
policy or procedure can anticipate or address every situation that may create an opportunity 
for misconduct policies and procedures should be drafted with some level of generality to 
take account of the unexpected and ensure that traders consult with their intenml compliance 
officers when fact-specitic questions arise. 

Second, the pressed rule’s policy and procedure framework mcouiages box -checking for 
each trading.unit rather than internal compliance best practices that are refined and enhanced 
over time. If there is uniformity and consistency across trading units from a compliance 
perspective - as them will be among many closely-related trading units - those units would 
benefit from consolidated policies and procedures. This promotes, for example, trading units 
replicating lessons learned by one another in a developing compliance program. As long as 
they cover all employees in applicable trading units, the level at which these policies are 
implemented should be left to the discretion of the banking entity with those policies and 
procedures subject to ongoing review by the Board. 

Finally, the proposed rule’s requirement that policies and procedures be implemented on a 
trading unit level will broadly ^srupt trading activities given the extensive work required of 
business management in documenting and maintaining policies that meaningfully reflect each 
trading unit’s business and each trader’s book. For this reason, the proposed rule’s granular 
implementation and information requirements also threaten to conflate the distinct roles of 
busine^ management and compliance in a manner that undermines the essential 
independence of the compliance function and detracts from the core mission of that function. 

ni. Funds and Asset Management Activities 

J.P. Morgan Asset Management (“JPMAM”), with assets under supervision of approximately 
$1.9 trillion and assets under management of approximately SI. 3 trillion (as of December 31, 
2011), is a global leader in investment management JFMAM’s customers include institutions, 
retail investors and high-net worth individuals in every major market throughout the world 
JPMAM offers investmeot management services globally, including in equities, fixed income, 
real assets, alternatives and liquidity products. 

Below, we highlight three signiticant concerns with the proposed rule; (1) the impact on our 
asset management business of the detinitions of “covered fund” and “banldng entity” as they 
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relate to JPMAM and other U.S. institutions’ foreign funds and asset management activities 
outside the United States;^^ (2) the potential negative impact on corporate bonds held by our 
customers; and (3) limitadons on the ability of banking entities, like JPMorgan, to continue to 
make invK&nents through funds that are desired to promote the public wel&re both in and 
outside the United States.^^ 

A. Foreign Funds 

The Voicker Rule prohibits banking entities from acquiring or retaining an ownership intnest 
in, or sponsoring, hedge funds or private equity funds. The VoJcker Rule generally define 
“hedge funds” and “private equity fimds” as issuers that would be investment companies, as 
defined in the Investment Company Act of 1940 (the “Investment Company Act”),^ but for 
Section 3(cXl) or 3(cX7) of the Investment Company Act TTie Voicker Rule on its fece also 
permits the agencies, in their discretion, to desi^ate as “covered funds” additional funds that 
are “similar” to "hedge fimds” and “private equity funds” such that they would be covered by 
the Voicker Rule’s limitations.^^ Pursuant to this authority, the agencies have expanded the 
definition of covered fund in the proposed rule to include “[ajny issuer, as defined in section 
2(a)(22) of the [Investment Company Act], that is organized or offered outside of the United 

States that would be a covered fund as de^ed in [Section .IO(bXlX*)» (u).or(iv) of the 

proposed rule], were it organized or ofrered under the laws, or offered to one or more 

residents, of the United States or of one or more States ” (such provision, the “Foreign 

Funds Designation”).^ 

I. Foreign Funds as ^‘Covered Funds” 

As currently drafted, the Foreign Funds Designation could be read to require banking entities 
to engage in two inquiries: first, were the foreign fund hypothetically organized in the United 
States, would it need to rely on Section 3(cXI) or 3(cX7) and second, were the foreign fund 


This secUoD of our Setter specifically addresses (i) Questions 224 and 22S in the pnamhle to the proposed rule 
requesting commeot on whether entities are captural by the proposed definition of covered fund that do not 
appear to be appropriate and whether (he designation of certain foreign funds iindex Scctiop .lOfbVDfiii) of 
(he proposed rule correctly describes entitles that should be *^vered funds” and (ii) Question 8 in the - 
preamble requesting coouDent on whether an express exclusion fiom the definition of ^bankiog entity” should 
be made for mutual funds and other registered investment conqMnies that are not structured as affiliates of 
banking entin'es for BHC Act purposes. 

This section of our letter specifically addresses QuestiMi 276 in the preamble to (be proposed rule requesting 
comment on whether the proposed rule effectively implcmeots the public welfare investment exemption under 
the Voicker Rule. 

** 15US.C.§80a-Isljsa. 

** 12US.C.§U51(hX2). 

** Section .10(b)(l)(jii) of the proposed rule. 
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hypothetically offered to U.S. residwits, would it need to rely on Section 3(cXl) or 3(cX7)- 
Under one plausible reading, an affinnative ai^wer to either of these inquiries would result in 
the foreign fund being a “covered fund.” The first inquiry is problematic because it requires 
banking entities to analyze their foreign funds through the lens of the Investment Company 
Act. This is a potentially impossible inquiry because foreim funds, even regulated and 
publicly offer^ foreign funds, such as E.U.-based UCITS,^^ are structured to comply with 
their own home-country regulatory schemes that may not be consistent wifli the requirements 
of the Investment Company Act that would p^mit such funds to satisfy either the registration 
requirement under die Investment Company Act or a Investment Company Act registration 
exemption, other than Section 3(c)(1) or 3(cX7). Even if a foreign fund theoretically were 
able to conclude that, if it were organized in the United States, it would not need to rely on 
Section 3(cXl) or 3(cX7), the second inquiry could be read to capture virtually all regulated 
and publicly offered foreign funds because Ae Investment Company Act proltibits a foreign- 
organized ^d from making a public offering in the United States without the SEC*s 
approval.^ Such a foreign fund, by administrative interpretation, is permitted to use the 
jtirisdictional means of the United States to make an offering to U.S. residents only if it 
complies with the limitations set forth in Section 3(cXl) or 3(c)(7), as if it were organized in 
the United States. Consequentiy, as currently drafted, the Foreign Funds Designation could 
be read to designate virtually all foreign funds, even regulated and publicly offered foreign 
funds, as covered funds. 

2. Application to JPMAM: Statutory Definitioo: Intent of Congress: Intent of the Agencies 

JPMAM offers registered mutual funds and other fund products in the United States as well as 
analogous fiinds outside the United States (such as UCFTS). Indeed, JPMAM offers nearly 
800 funds in Europe, Latin America and Asia, with nearly $300 billion in assets under 
management, the great majority of which are funds that are similar to U.S. mutual fimds. For 
example, JPMAM is the largest sponsor of Luxembourg-based UCITS, with approximately 
300 funds and $240 billion of assets under management, and the largest sponsor of U.K. 
investment trusQ, with more than 22 funds and approximately $10 billion of assets under 
management. Those two categories (UCITS and UK Investment Trusts) account for more 
than 80% of JPMAM's assets under management in foreign fimds: Revenues associated with 
those foreign fund operations are significant contributors to JPMAM’s overall success. 

Under the Volcker Rule and the proposed rule, JPMAM’s U.S. mutual fund complex would 
not be covered by the Volcker Rule because those funds are registered pursuant to the 
Investment Company Act and, thus, are not within the definition of covered fund. However, 
as discussed above, virtually all of JPMAM’s publicly offered foreign funds that are subject to 
a non-U.S. regulatory scheme, including UCITS, are at risk of being deemed to be covered 


Undertaking for Collective Investment in Trensferabie Securities. 
** 15 U.S.C. 5 80a-7(d). 
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funds under one plausible reading of the proposed rule, notwithstanding that those foreign 
funds in many cases, mirror images of their counterparts in the United States, and are 
neither “similar'’ to ftmds fliat must rely on either Section 3(cXl) or 3(c)(7) nor resemble 
traditional hedge funds or private equity funds. Is light of this potential result and other 
considerations, JPMAM believes tiiat, unless clarified, the proposed rule’s treatment of 
foreign funds is not consistent with the statute, Congressional intent^’ or the recommendations 
made by the FSOC on the Volcker Rule.^ 

It is clear finm the statute that the agencies ere authorized to expand the statutory definition of 
covered fund only to capture funds tiiat are “similar'’ to hedge binds or private equity fimds of 

the type described in Section .K^X^Xi) ftinds that, among other things, must rely on 

Section 3(cXl) or 3(c)(7) of flie Investment Company Act, and, therefore, by definition, 
cannot engage in a public offering. A similar fimd, therefore, should be a ^d that, at the 
very least, is both unregulated and privately placed. Hedge funds and private equity funds as 
commonly understood also typically do not provide frequent liquidity for investors 
(redemptions are often subject to iock-up periods and lengthy notice periods prior to 
r^emption). Funds that provide for regular liquidity to investors, in our view, are hot similar 
to traditional hedge funds and private equity fimds. Given the nature of the statutory direction 
to cover only similar fimds, we believe that the current treatment of foreign fimds may not 
have been the result intended by the agencies in drafring the Foreign Funds Designation. 

We believe that the agencies intended the Foreign Funds Designation to capture traditional 
hedge fimds and private equity funds that are organized or ofrered outside the United States 
(and thi^ do not need to rely on Section 3(cXl) or 3(cX7) of the Investment Company Act)/* 
Indeed, the preamble to the proposed rule states that the Foreign Fimds Designation was 
“proposed to include as ‘similar funds’ ... the foreign equivalent of any entity identified as a 
‘covered fund' . . . [because] they are generally managed and structured similar to a covered 


** Congress intended to restrict baokiog entities from retaining ownership interests in tiailitjonal hedge funds Sod 
private equity fuads (ss Himes-Frank Colloquy, ] 1 1 Cong. Rec. HS226 (dally ed. June 30, 2010) (statements 
ofReps. Himes and Frank)). 

^ The FSOC recommended that the agencies expand (be coverage of the Volcker Rule to funds that “engage m 
the aedvitiea or baye the characteristics of a traditional private equity fund or hedge futxl” £es FSOC Study at 
d2 (emphasis added). 

“ Because the statutory text of the Volcker Rule relies oo the Section 3(cXl) sod 3(eX7) ejtenq>dofte in the 
lovestment Con^any Act to define “hedge funds” end ‘^vale equity fimdi,” fiin^ that are not required (or 
able) to register under the Investment Con^any Act, because, for exairq)le, they are organized and offered 
outside (be United States and do not use U.S. jurisdicUona) means, would appear not to be covered by tbe 
Volcker Rule even if (hose binds were tbe foreign equiveients of traditiona] hedge fonds and private equity 
funds. Coverage of die Volcker Rule, in fact, should 8{^ly eonqiarably to equivalent U.S. hedge foods and 
private equiQ' funds and Don*U.S. hedge foods sod private equity foods. As discussed infra, we believe that in 
order to apply this principle of equivalent treatment, however, the defiDitioD of covered fond in (be proposed 
rule needs to be modined. 
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fund . . . Although we agree that the defloidon of covered fund should include tradidonal 
hedge funds and private equity funds organized or offered outside the United States, the 
Foreign Funds Designation, as currently drafted, could be read to capture foreign funds that 
are not the ‘“foreign equivalent’ of covered funds” and are not “managed and structured 
similar to a covered fund.” The Foreign Funds Designation should set forth clear and 
objective criteria that investment management ftims, like JPMAM, can apply to their range of 
foreign funds to determine, with efficiency and certainty, whether any of their foreign funds 
are covered funds. 

3. Recommendation 

Capturing the foreign equivalents of hedge funds and private equity funds as commonly 
understood does not require the Foreign Funds Designation to be structured in the manner 
proposed.^’ The proposed draft of the Foreign Funds Designation could be corrected most 
simply by exempting from the definition of covered fund any foreign fund that is publicly 
offered because, as noted above, a publicly offered fund is not similar to a traditional hedge 
fund or private equity fund and could not, by definirion, rely on Section 3(cXl) or 3(cX7) of 
the Investment Company Act if it were offered in the United States. In the event the agencies 
do not frnd this simple solution acceptable, JPMAM recommends that the agracies adopt a 
more tailored approach to the Foreign Funds Designation designed to capture hedge funds and 
private equity funds as commonly understood and to treat analogous U.S. and foreign funds 
similarly. Such an approach should allow JPMAM and other U.S. financial institutions to 
continue to offer regulated and publicly offered funds outside the United States, as they 
currently do, and to compete in this business with ofoer international U>S. and non-U.S. asset 
management forms. Below, we liave proposed a revision of the Foreign Funds Designation 
that, we believe, accomplishes this goal. 

Id order to implement the clear statutory language of foe Volcker Rule and the intent of 

Congress, we believe Section .10(b)(lXiii) of proposed rule should be modified to read 

as follows: 

"(iii) Any issuer, as defined in section 2{aX22) of the Investment Company Act of 

1940 (IS U.S.C. 80a-2(aX22)), that satisfies each of foe following conditions: 


SSS proposed rule at page $8897. 

As tbe egeocies noted in tbe preambie to the proposed role, SectioD DA: TAJny rule must also preserve tbe 
sbiii^ of a baakiog entity. . .to effectively deliver its clients ibe types of ibiiDciaJ services Out secbon 1 3 
expKSsly protects and pennits. These elient-oriented fuisDcial services, which include.. .traditional asset 
maoagement services, are important to tbe U.S. tinaocial markets and participants in those maiketB, and (he 
agencies have endeavored to develop a proposed rule that does not un^y constrain banking entities in their 
cfTcvts to safety fKOvide such services'* £sE proposed role at page $8849. 

40 


Confidential Treatment Requested by J.P. Morgan & Co. 


JPM-CIO-PSI 0013309 



1701 


(A) The issuer is an investment contpany, as defined in the Investment Company 
Act of 1940 (!5 U.S.C. 80a-3); 

(B) The issuer is organized outside the United States and ownership interests in the 
issuer are offered outside the United States; 

(C) If the issuer were organized in the United States but not registered und^ the 
Investment Company Act of 1940 (15 U.S.C. 80a-l et seo.V and ownership interests in 
the issuer were offered in the United States, the issuer would not be able to rely on any 
exemption from registration other than Section 3(cX 1 ) or 3 (c)(7) of the Investment 
Company Act of 1940 (15 U.S.C. 80a-3(cXl) or (7)); 

(D) The issuer cannot satisfy each of the following criteria: 

(1) The issuer is registered pursuant to, or regulated under, the laws Qf a qualified 
jurisdiction;^ 

(2) Ownership interests in the issuer were sold in a public offering or series of 
related public offerings^^ in one or more qualified jurisdictions, or die issuer is being 
organized for the purpose of selling its ownership interests in a public offering or a 
series of related public offerings in one or more qualified jurisdictions, provided that 
no offering will be considered a “public offering” pursuant to this clause (2) if: (i) 
such offering could be made pursuant to Section 4(2) of the Securities Act of 1933 (15 
U.S.CJ 77D(2)) if it were conducted in the United States; or (ii) the ownership interests 
sold in such offering or series of related offerings are listed on one or more secmities 


Section .2 of the proposed rule would be amended (o inchide a new definition for “qualified Jurisdiction,’* as 

follows: 

(a) Qualified jurisdicdon means; 

(i) Any jurisdiction in which a deaignated offshore securities market, as defined in RegulalioD S, 
exists; 

(ii) Any juriadiction that has a securities commission foat baa entered into a bilateral Memorandum of 
Understafldmg directly with the SEC regarding enforeement cooperation; 

(iii) Any jurisdiction that has a securities commU^n that is a signatory to Che IntemationaS 
Organizadoo of Securities Coounissioos Multilateral Memorandum of Undeiataoding; and 

(iv) Any other jurisdiction designated as a “qualified jurisdiction” by the Boanl, in consultation with 
the other federal banking agencies, the SEC, and the CTTC. 

** We believe it is appropriate to reference the standard for public offering in the joriadiction of theoGTering, 
recognizing that the U.S. staodard may oot fit within (be legid framework in some jurisdictions outside the 
Unit^ States. Our proposed rule does use the U.S. staodard for a private offoring under Seption 4(2) of the 
Securities Act of 1933 in order to define what would qsJ be a public offering. This, along with the requirement 
that the offering be conducted pursuant to the laws of a qualified jurisdiction, should allay any concerns the 
agencies may have regarding the offering standards for foreign funds that would not be covered funds. 
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exchanges and less than 50 percent of the ownership interests in the issuer were sold in 
such offerings;*^ and 

(3) (i) The issuer provides at least weekly liquidity to its investors and calculates, at 

least weekly, a net asset value, or its equivalent, which is made available to current 
and potential investors; or (ii) ownership interests in the issuer are listed on a 
securities exchange regulated pursuant to the laws of a qualified jurisdiction; 


(B) Substantially all of the ownership interests in the issua are not sold to another 
issuer that is not a covered fund.’*” 

In addition, with respect to monitoring and enforcement, we have considered what 
compliance program and recordkeeping requirements could be implemented to ensure that the 
agencies have a view into banking entities* foreign fond activities in order to monitor 
compliance with our proposal. We propose that the agencies amend Appendix C, Section II 
of the proposed rule by adding a new Subsection C, which we set forth in Appendix A to diis 
letter. 

4. Advantages 

Our recommendation has several advantages over the Foreign Funds Designation, as cuirmtly 
drafted. First, we believe that the set of characteristics described under subparagraph D are 
key features of regulated and publicly offered foreign fonds that could not be satished by a 
tradidonal hedge fond or private equity fond - certainly a fond with those characteristics 
could not rely on Section 3(cXl) or 3(c)(7) of the Investment Company Act if it were 
organized in the United States. This approach will give the proposed rule sufficient breadth to 
cover any foreign fonds that are truly hedge fonds or private equity funds, while allowing 
banking entities to continue to offer traditional asset management products to their customers 
outside the United States. As a result, for purposes of coverage under the Volcker Rule, 
analogous U.S. and foreign fonds would be treated comparably. 

Second, the modification is folly consistent with the discretion given to the agencies on the 
face of the statute to determine whether, and how, to designate “similar fonds,” and does not 

^ Our proposed requirement thst at least 50 perceal of the ownership interests in a listed fond be sold in a public 
ofTeriog or series of related offerings is designed to prevent a banking entity frois using a nominal listing to 
satisfy the “lisdag requiremeot” 

Subsecdoo E is intended to allow bankiag eaddea to COTtiaue to sponsor foods that are part of a food of funds 
structure. Soote JPMAM funds are organized to be sold almost exclusively to food of fonds. Because these 

fonds typically could not oreet the public offering criteria of Section .10(bXIX‘hX^Xlf) of our proposed 

definition, thw fonds would be “covered foods” even though they are being sold almost exclusively through a 
fond of fonds that is not a covered fond. 
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require the agencies to rely on Section 13(d)(lXJ) of the BHC Act, which authorizes the 
agencies to exempt activities from the limitattmis of the Volcker Rule that would promote and 
protect the safety and soundness of die hanking ratity and the financial stability of die United 
States.^^ Rather dian create exceptions to an overbroad definition, we believe the better 
approach is to craft a more tailored, yet stUI robust, definition of covered fund and to address 
any concerns regarding gaps and when, they are identified/® The agencies will retain the 
ability to amend the definition of covered fund and to designate additional “similar” funds as 
covered funds and, if necessary, could also pursue anti-evasion actions pursuant to the statute. 

Finally, this approach ensures that funds that will not be covered by the Volcker Rule are 
subject to an acceptable level of regulation. To that end, our recommendation provides that a 
foreign issuer that is not covered by the Volcker Rule be regulated under the laws of a 
“qualified jurisdiction.” Although the agencies could define qualified jurisdiction using any 
criteria they deem appropriate, we recommend that die agencies define qualified jurisdiction 
as follows; (1) any jurisdiction in which a desisted offshore securities market, as defined in 
Relation S, exists;^ (2) any jurisdiction that has a securities commission that has entered 
into a bilateial Memorandum of Understanding directly with the SEC regarding enforcement 
cooperation; (3) any jurisdiction that has a securities commission that is a signatory to the 
International Organization of Securities Commissions Multilateral Memorandum of 
Understanding^’; and (4) any other jurisdiction so designated by the Board, in consultation 


** Although Question 223 in the ptcaoibie to the jHOposed rule sug^sls Section I3(dXlXO might be used to 
address issues of oveibreadtb, and although we support the use of Section iSfdXlXf) appn^riate, use of 
(bis authority is not necessary or appropriate in this context. 

^'Question 223 also suggests defining a covered fund by delemuning whether afiind satisfies any one ofa list of 
characteristica. Given the broad list of ebarec^isdes identified in the question and the fact that (he agencies 
suggested that meeliog one oftbe ohmacteristics would make a fund a “covered fund,” we believe that such an 
approach, as proposed, would have a similar overbroad efiect of covering funds that art not similar to 
tradidooal hedge fluids or private equity fluids. For eunqile. "Mils securides and other assets short" was listed 
in Question 223 as ooie of the hedge fluid and private equi^ fluid characteristics. Many regisiered U.S. mutual 
foods, including several funds advised by /PMAM, engage in some sborting strategies as a component oftbe 
fluid’s overall strategy te.g.. long-short tods and I3Q/30 funds). Although registered mutual binds that 
en^loy shotting strategies do not meet many oftbe other characteristica listed and, of course, are not 
“ti^itionar h^ge fluids and private equity Amds, Question 223 seems to suggest that they would be "covered 
funds.” 

” Rule 902(b) of Regulation S ( 1 7 C.F.R. $ 230.9Q2(b)). Attributes considered by the SBC in deternuning 
which foreign securities markets are desigiMtod include: organiiation under fbreign law, association with a 
generally recognized eomthunity of broken, dealers, banks, or other professional iotennediaries with an 
established operating history, ovenight by a govenunental or self-regulatory body, oversight standards set by 
BO existing b^y of law, reporting of securities transactions on a regular basis to a governmental or self- 
regulatory body, a system for exchange of price quotations through common cdoununications media and an 
organized clearance and settlement system. 

The InternatioDal Organization of Securities Commissions ("IOSCO”) is a multilaleral intemationaJ 
organizatioD of securities regulators. IOSCO members have resolved to, among other things, (1) cooperate 
together to promote high standards of regulation in order to maintain just, efficient and sound markets; (2) 
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with the other federal banking agencies, the SEC, and the CFTC. Our recommended 
approach to the definition of qualified jurisdiction references existing, objective standards that 
would avoid the need to create new designations and would ensure the robustness of the 
regulatory scheme applicable to foreign funds that are not covered by the Volcker Rule.® 

5. CoDS^uences 

If the Foreign Funds Designation were not modified, in order to engage in the asset 
management business internationally, JPMAM and other banking entities would need to 
coidbnn their non-U.S. activities with respect to funds that are not commonly understood to 
be hedge fiinds or private equity funds to the limitations contained in the proposed rule. The 

limitations in Section .1 1 (which include, among other things, limitations on name sharing, 

ownership of interests in funds and employee investments in funds) and Section .16 

(limitations on a banking entity’s entering into covered transactions with covered funds) 
would impose significant costs on JPMAM and other banking entities, without any real 
regulatory benefit For example, the prohibition that a covered hind not share the same name 
as the banl^g entity may, depending on the fund’s legal structure and applicable regulation, 
require a shareholder vote and may, in fact taise issues under applicable law in certain 
jurisdictions that require the fund name to be clear and notmisle^ing.® The 3% per fund 
owner^p limit would need to be monitored by banking entities on a (mntinuous basis 
because many of the captured funds provide daily liquidity to investors. That requirement 
will force linking entities to sell interests in fim^ t^t may be the equivalent of U.S. mutual 
funds if, on a single day, 4te banking entity’s position exceeds the 3% limit solely because 
other investors have redeemed. Furmmnore, if die proposed rule were not modified, banking 
entities could be required to deduct the amount of their interest in foreign funds fiom die 

calculation of diair Tier 1 capital.^ The prohibitions contained in Section .16 (the so-called 

“Super 23A” prevision) would force large fund complexes, like ours, to cease having an 


exchange iofonnatiOQ on their respective experioices in order to promote the development of domestic 
securitiea markBO; (3) unite their efforts to establish siaodaids and an effective surveillance of iniemationa} 
securities traosactioaa; and (4) provide murual assistaitce to promote the integrity of the markets by a rigorous 
application of iotBrnadooal stewards and by effective eoforoement against offensea. lOSCO's ‘t>bjectives and 
Flinciples of Securities Regulation’' is Ute beoehmerk standard Tor aecuritiea legyiatonand ooe of the twelve 
key ataadards for financial stability aa recognized by (be Financial Stability Board fSee U.S. Securities and 
Exchange Commission, “SEC Participstion in (olernationaJ Organizatioos’* 


We also believe that such an approach would not itnplkale foreign policy eonsideretioos that, although within 
the agerKtes' authority to undertake, may be time consuming. 

** Sfi£i £JL> Rcgulatioo 1 3(9) of the U JC Open End Investment Company Regulatioiu. Among the fitftOTS that 
the U.K.'s Finaocia] Services Authority considers in detertnining whether a hind name is “undesirable or 
misleading” is whether tbe fund name “oitgbt mislead investors into thinking that persons other (ban the 
BUtborized fund manager are responsible for (be eutborized fijod.” 

^ Section .12(d) of (he proposed rule. 
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aHiliated entity serve as the fund's custodian or engage in principal trades on behalf of the 
fund, both of which services are permitted under non-U.S. law and, with respect to an affiliate 
providing custodial services to a fund, is also permitted under the Investment Company Act 
for JPMAM’s U.S. mutual funds. The cumulative effect of those burdens and the long time 
period required to satisfy the Section __.l 1 and Section _,16 requirements could prevent 
JPMAM and other banking entities from launching new retail products in the existing fund 
families for a considerable time period after the Volcker Rule’s effective date. Although 
banking entities have been on notice since July 2010 that traditional hedge funds and private 
equity funds would be subject to the Volcker Rule, it could not have been anticipated that 
regulated retail funds such as UCITS could become covered funds. 

Even if it were possible to comply with the {imitations and prohibitions mentioned above, 
those restrictions, and the additional costs associated with compliance, would pl^ JPMAM 
at a competitive disadvantage to U.S. and non-U.S. asset managers that are not subject to the 
Volcker Rule and that are not required to modify their asset odanagement businesses. We do 
not believe that this was the result intended by the agencies in formulating the Foreign Funds 
Designation and it was not the result intended by Congress. 

6. Definition of “Banking Entity” 

Under the Volcker Rule and the proposed rule, '1)anking entity” means, in relevant part, “any 
insured depository institutioD . . . and any affiliate or subsidiary of [ah insured depository 
institution).”^ The terms "affiliate” and subsidiary” arc defined by reference to the very 
broad definitions of those terms under the BHC Act 

In the preamble to the proposed rule, the agencies noted that mutual funds, including 
registned investment companies, are structured such that they are not affiliates or subsidiaries 
of banking entities under the BHC Act and thus, would not themselves be banking entities 
uodCT the Volcker Rule.** There is, however, no provisioD in the proposed rule that explicitly 
carves out mutual funds and other registered investinent companies the definition of 
bankiDg entity. Question 8 inquires whether titt agencies should make such an express 
exclusion from the definition of banking entity in the proposed rule. 

Although we agree that, as a general matter, registered investment companies are not, and 
should not, be considered affiliates or subsidiaries of the banking entities that organize, 
sponsor, invest in, advise or manage them, we support the clarification of this point in the 
proposed rule. If such an approach were adopted, we recommend that the express exclusion 
be made broad enough to also exclude foreign funds that are analogous to registered 
investment companies. There is no regulatory rea^n that analogous U.S. and foreign funds 


"section 13(h)(1) of the BHC Act and Section .2(e) oftiw proposed role, respectively 

" Sgg proposed rule at page 68S56. 
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shouid be treated difTerently in this respect We believe that the following modihcation to the 
definition of banking entity would be consistent with the agencies' proposition and would 
appropriately tailor the exclusion. Section .2(eX4) would read: 

“(4) Any affiliate or subsidiary described in paragraph (1), (2), or (3) of this 
section, other than an affiliate or subsidiary that is: 

(i) A covered fund that is organized, offered and held by a banking entity pursuant 

to § .11 and in accordance with the provisions of subpart C of tlus part, including 

the provisions governing relationships between a covered fund and a banking entity, 

(ii) An entity that is controlled by a covered fund described in paragraph (eX4)(i) of 
this section; or 

(iii) An issuer, as defined in section 2(a)(22) of the Investment Company Act of 
1940 (15 U.S.C. 80a.2(aX22)), thatis 

(A) A registered investment company under the Investment Company Act of 1940 
(15 U.S.C. 80a-8); or 

(B) Organized outside the United States and is not a covered fimd pursuant to 

section __40f^)O)(U'V’^^ 

We believe (hat this approach would address a concern we have raised throughout this letter 
regarding the equi\^leot treatment of U.S. and foreign funds. Our proposal is int^d^ only 
to ensure that registered investment companies and foreign funds are not included in the 
definition of “banking entity" and does not discuss other concerns that the proposed definition 
of “banking entity" rabes, which we expect other comment letters will address. 

7. Conclusion Regarding Foreim Funds and Bankina Entities 

The foregoing is intended to bring attention to the effect that the Foreign Funds Designation 
and the proposed rule’s definition of banking entity would have on the international asset 
management activities of U.S. banking entities, such as JPMAM. We know that other 
commenters, such as SIFMA of which we have been an active member, will raise similar 
concerns to those we have raised in this letter. SIFMA’s approach to these concerns, which 
we generally support, may be broader than the tailored solutions we have recommended. To 
the extent t^t the agencies accept some or all of these broader recommendations; we believe 
such recommendations should apply to foreign hmds to the extent appropriate. We also join 
in full support of SIFMA’s positions on other aspects of the Volcker Rule that focus on the 
covered ^nds portion of the proposed rule. 


^^Thts refers to Section ^.10(bXIXhi) of the proposed role as revised pursuant to our recominendation above. 
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We firmiy believe that any rulemaking by the agencies should reflect Congress’ intent that the 
limitations of the Volcker Rule extend only to fimds similar to traditional hedge funds and 
private equity funds because Congress would not have intended that analogous U.S. and 
foreign funds be treated differently. In addition to implementing that intent, we believe that 
the agencies should consider the economic and organizational impact of the proposed rule on 
both the U.S. and non-U.S. operations of banking entities and weigh that against discernible 
regulatory benefits. We believe that the aspects of the proposed rule discussed in this letter 
would have negative economic and organizational effects on the intemafional asset 
management activities of U.S. banking entities, including JPMAM, with little regulatory 
benefit We believe our tailored recommendations would minimize negative impacts while 
ensuring a robust reguMory scheme that is consistent with the statute and Congress’ intent 

B. Corporate Bonds 

JPMAM oversees more than S800 billion in fixed income assets on bebalf of its customers. 
Given our active presence on bebalf of our customers in the fixed income markets, we are 
concerned that the proposed rule, as currently drafted, could reduce the value of our 
customers’ current investments in corporate bonds and inhibit our customers’ ability to access 
the corporate bond market in the future. While we have described these concerns finm the 
perspective of JPMoigan’s market makers above, we believe it is important to highlight the 
serious concerns we have regarding the effect of the proposed rule from the perspective of our 
ass^ management business. We focus in particular on the impact on the corporate bcmd 
market. 

1. The Corporate Bond Market 

Corporate bonds are inherently less liquid than equities because corporate bonds are traded 
over fire counter (that is, directly between two parties, rather than through an exchange). 
Moreover, issuers of corporate bonds often have multiple bond issues outstanding wifii 
smaller or older issues (which are often described as “off-the-run”) having less liquidity than 
more recent or larger issues (which are often described as “on-the-run”), which have greater 
liquidity. 

Liquidity in the corporate bond market has generally declined since 2007, with trading 
becoming increasingly concentrated in a smaller number of issuers over this time period.®® 


^ From January 1,2011 toSepteinber30, 201 l,appmxtinately 5% of the total number ofiaauen in the U.S. 
investmeot grade corporate bond universe accounted for 50% of trading volume according to MarketAxesa dala. 
Trading has also iocreaaiogly fbcuaed on larger bauee. In the first three quarters of20M, tuntoverfoo an 
annualized basis) in ismes greater than $1 bitlioo was approximately I. lx versus only approximately O.Sx in 
2006. By contrast, turnover (on an annualized basis) in issues between S250 and $500 oullitm has declined fiom 
approximately 0.65x in 2006 to approximately 0.5x in the first Oiree quarters of 201 ) . Similar trends were also 
observed in issue sizes of $500 - $750 million and S750im}lk>n(o $1 billion (Barclays Capital, U.S. Cntdii 
Alpha, November 18, 20! 1, at 6, Figure 5). Trading volume in older securities bas shown a aimilar pattern of 
decline (Id. at 7, Figvrre 7). 
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Our customers’ portfolios include both on-tbe-nm and off-tbe-nin securibes, and, as a result 
of decreased liquidity, our customers have expmenced increased transaction costs associated 
with purchases or sales in all issues. Maturity restrictions, investor preferences and 
transaction costs make it impractical and often impossible for customers to concentrate their 
holdings only in on-the-run issues and simply holing the off-the-run investments to maturity 
may not be possible for some customers who may need to sell oif-the-run issues based on, for 
example, cash flow requirements, pension obligations or asset allocation shifts. 

As mailcet makers, securities dealers facilitaie trading in both on-the-run and off-tbe-run 
corporate bond issues, among other securities, by standing ready to buy and sell. In a very 
liquid market, such as. equity securities, market makers are able to sell securities they buy, and 
buy securities they need to sell, quickly and easily. Corporate borni markets and fixed income 
markets in general are by their nature (e.g., multiple different issues from a single issuer) less 
liquid than other markets, and market makers th^efore must buy and hold securities in their 
inventory longer than in other markets. Thus, the market for off-tbe-run issues has led market 
makers to hold securities in their inventory for longer dme periods. 

2. Restrictions on Market Making 

Unless, the ^n^ rule very dearly permits the type of inventory management activity tbat .we 
describe above, market makers simply will not be able to provide the type of intennediation 
services that underpin oertain sectors of the corporate bond market. A restrictive approach to 
inventory holding periods, in combination with the uncertainty associated with the phrase 
“reasonably expect near term demands” would, we believe, significantly decrease the 
liquidity of the corporate bond market because it would result in market makers being less 
willing to transact in securities that they ere not confident they can dispose of quickly. The 
situation is only Worsened by the requirement in the proposed rule that market makiog 
activities be “designed to generate revenues from fees, commissions, bid/ask spreads or other 
income not attributable to . . . [ajppreciation in the value of covered financial positions it 
holds. . . . Given the sometimes significant bolding periods for less liquid issues in the 
corporate bond market, market makers often do generate revenues based on the appreciation 
in value of a security. 

3, Restrictions in the Context of other Regulatory Developments 

The effective date of the Volcker Rule coincides with the implementatioD of other regulatory 
measures that may also reduce liquidity in the corporate bond market. Specifically, Basel in 
risk- weighted asset calculations will change the economics of positioning corporate bond 
inventories. Additionally, for Einopean banks which may be evaluating the risk weighted 
asset impact of selected capital markets activities in connection with meeting the European 
Bank Association’s capital requirements based m “Basel 11.5” calculations, the requirement 
to comply with the Volcker R^de when trading with U.S. counterparties outside of the United 


** Section .4(bX2)(v) of the proposed nile. 
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States could be significant enough to support a decision to reduce their market making 
acdviti^. Fewer active market makers v^l fiuther pressure the pricing and liquidity of 
corporate bonds. In light of this, we think it is in^rtant that the proposed rule be modified 
so that it does not exacerbate the pressure on the liquidity of this market. 

4. Effect on Our Customer 

We believe that the proposed rule, if not modified, vdli result in significantly decreased 
liquidity in the corporate bond maricet for our customers and other institutional and individual 
investors. This markedly lower level of liquidity will result in an immediate negative impact 
to the value of securities currently held by investors, based on the liquidity premium, and will 
result in increased transaction costs for future transactions in these securiries.^^ In revising 
the proposed rule, we urge the agencies to consider the impact of the proposed rule on 
investors in less liquid markets, such as corporate bonds, who rely on market makers to ensure 
an available, fimctioning market. 

C. Public Welfare Investments Abroad 

We believe it is important that the proposed rule treat analogous U.S. and non-U.S. activities 
and investments similarly. The proposed rule implements the statutory exempdon^^ from the 
restrictions of the Volcker Rule with respect to investments in small business inv^tment 
companies (“SBICs”)> investments “designed primarily to promote the public welfare, of the 
type permitted under [12 U.S.C. § 24(EieveDth)], and certain investments that are qualified 
rebabilitatioQ expenditures.**^ 

We urge the agencies to clarify in the final rules that the exemption also extends to those 
investments “of the type permitted under [12 U.S.C. 24(Eieventh)3“ made outside the United 
States, inctuding through U.S. and non-U.S. fiinds.^ 


^ A recent study by Oliver Wymu has estimated that Investora could sufTer a $90-? 1 5 billion majt-tD-mailcef 
loss caused by a repricing of the liquidi^premium, as well as an addibonal $M billion of higher transaction 
costs going forward (Oliver Wyman, Voleker Impact Analysis December 11, 201 1). 

” 12U.S.C. 185!(dXE). 

” Sectioo _13(a) of the proposed n»le. 

” Our letter addresses only this narrow conc^ i^ardiog the prqxtsed rule’s impleraentaticD of the statutory 
exen^ition for SBICa and other public welb«e investmepls. We expect other commenlm will address 
eddidonai concerns, irKluding with respect to the proposed lule'i application of “Super 23A’’U> SBICs despite 
their being exempted from the definitioD of “cove^ fund.” 
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1. Impact Investing 

Many banking entities, including J.P. Morgan, have developed investment strategies to assist 
in the market of impact investing — that Is, investing with the intent to generate a reasonable 
rate of financial return, while also benefitting low- and moderate income communities both in 
the United States and around the world. Although the emergence and growfii of the impact 
investment market is a worldwide trend, currently, a majoiity of the investabie opportunities 
lie in the emerging markets. U.S. governmental agencies, including U.S. Agency for 
International Development and the Overseas Private Investment Corporation, support those 
efforts, recognizing that such oversees impact investments help advance U.S. foreign policy 
interests and promote international development. 

2. Clarification Needed 

We believe that the proper implementation of the statutory text, and indeed the proper 
interpretation of the proposed rule, requires that (he exemption for public welfare investments 
extend to such investments made outside the United States. The statutory and regulatory 
phrasing, “of the type,** conveys that this exemption should be interpreted broadly and that 1 2 
U.S.C. § 24(Eleventh) merely provides an example of, but does not circumscribe, the type of 
investments permitted under this exeir^don. As Serrator Merkley noted, the exemption “is 
flexible enough to permit the regulators to include other simitar low-risk investments with a 
public welfare purpose.**’^ A contrary reading would make the words “of the type” 
superfluous. We believe the agencies should confirm this interpretation in the final rules and 
m^e clear that fire reference to 12 U.S.C. § 24 is not intended to limit permissible public 
welfare investments to investments in the United States. 

A banking entity should be permitted to conduct impact investing outside the United States 
through funds, so long as the banking entity can dernoostrate that such investments made by 
the fund advance a public welfare purpose “of the type” (i.e., analogous to) investments 
permitted by 12 U.S.C. § 24(Eleventh). We believe this interpretation is required by the 
statutory text and is consistent with congressional intent, and we suggest the agencies make 
this clear in the final rules. 

rV. Asset-Liability Management 

A. Asset-Liability Management is a Foundation of Safety and Soundness 

For large, complex banking institutions, asset-liability management (“ALM”) is one of the 
foundations of bank safety and soundness and is integral to the stability of the U.S. and global 
financial systems. 


Merkley-Levin Colloquy, 156CONC. Rec. SS894 (daily ed. July IS, 2010) (statement of Sen. Merkley). 
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^deed, the growiog regulatory focus on stress tests for large banking institutions, including 
JPMorgan, such as the Comprehensive Capita! Analysis and Review process, clearly 
demonstrates the central importance of a prudent and well-managed ALM function. If stress 
tests are designed to diagnose potential safety and soimdness problems in the event of 
potential market or economic shocks, prompt ALM actions are required as the prescription for 
limiting the risks that stress testing identifi^. 

In its study on the Volcker Rule, the FSOC recognized the importance of these issues and 
clearly concluded that the Volcker Rule should not prohibit ALM activities. In its guidance, 
tite FSOC stated: “All commercial banks, regardless of size, conduct ALM that helps the 
institution manage to a desired interest rate and liquidity risk profile. This study recognizes 
that ALM activities are clearly intended to be permitted activities, and are an important risk 
mitigation tool.”^^ 

The proposed rule, however, expands the scope of the Dodd-Fiank Act and therefore brings 
within its prohibitions AIM activities that are important aids to safety and soundness. Oddly, 
while the FSOC study recommended an exempticm that included both asset-liability and 
liquidity risk management, for much the same reasons, (he proposed rule included only the 
latter. The result is that the proposed rule seems to have been written with traditional dealer 
and market-making trading activity in mind, and creates serious problems for legitimate ALM 
activity. 

As currently structured, many AIM activities should be permissible under the proposed rule, 
because they pass the purpose test and would not be booked in a “market risk capital trading” 
book. Another group of ALM activities will be permissible to the extent they fall within the 
exclusion provided in the proposed rule for bona fide “liquidity management” activities — 
although, as discussed further below, liquidity management is only one small part of a 
banking institution’s overall AIM activities, and the exclusion is so narrow in scope and 
restrictive in operation that it would not even permit many bona fde liquidity management 
activities, thus making the exclusion unwoikable even for this narrow subset of ALM 
activities. Fmally, while some ALM activities may be permitted by the proposed rule under its 
exception for “risk-mitigating hedging” activities, many legitimate, tiseful AIM activities will 
not, because that exception, as noted above, does not appear to have been draAed widi ALM 
in mind, is subject to too many restrictive conditions, and is thus too narrow. Accordingly, 
while certain AIM activities will be permissible, equally valid ALM activities - although 
they are not speculative in nature, or entered into principally for “the purpose of near term 
resale or otherwise with the intent to resell in order to profit from short-term price 
movements” — could nonetheless be deemed, or even presumed to be, prohibited proprietary 
trading. 

We believe that the frnal rule should provide for an explicit exclusion for ALM activities, 
which would be broad enough to include die proper range of liquidity management activities. 
Like the current exclusion for liquidity management activities, the exclusion for bona fde 


” SSfi FSOC Study at page 47. 
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ALM activities would be condidoned on appropriate requirements that ensure such activities 
will not be used to evade the statutory prohibition on proprietary trading. 

B. Many ALM Activities Would be Captured by the Definition of Trading Account 

While many securities utilized in asset-liability management are accounted for as available- 
for-sale (‘‘AFS’*) securities, many other traditional and long-established ALM activities often 
involve the use of instruments that would be required to be accounted for in the market risk 
capital trading account of the entity, thereby meeting the market risk capital test of the 
proposed rule. In addition, some of these ALM activities may require, in order to manage the 
relevant risks effectively, the exiting of a position urithin 60 days, thereby falling within the 
purpose test of the proposed rule. 

The need to exit positions quickly arises because the stnictural risks of the firm are constantly 
changing due to the dynamic nature of the asset and liability flows and the impact of changing 
interest rates. The change in market value sensitivity (or “driff *) of certain assets and 
liabilities requires continuous hedging of the stnictural risk book, which is often best managed 
tbrou^ the use of securities or derivatives accounted for in the market risk capital trading 
accoimt, or by entering and exiting a position within 60 days. Thus, unless the banking entity 
were able to determine that the risk mitigating exemption or the liquidity management 
exclusion applied, these activities would be deemed — or even presumed to be - propriety 
trading. For example; 

• One of the most traditional roles of the ALM function is to manage the banking entity’s 
earnings at risk — that is, the risk that changes in interest rates will affect in different ways 
the value of the finn’s liabilities and assets, such as its deposits and loan portfolio. 
Banking entities must also manage the mismatches in the maturity profiles of their assets 
and liabilities, and generally do so tiuough use of their investment securities portfolio, 
thereby adding more assets to their bailee sheets. Hedging strategies to protect the 
banking entity’s resultant net interest income and interest rate margins from interest rate 
and yield curve changes, as well as foreign exchange fluctuations, include the use of 
options and derivatives that must be booked in the market risk capital trading account. 
Furthermore, because these derivatives ere hedging the interest rate volatility arising from 
continuous balance sheet changes, they often settle withm 60 days. 

• A banking entity must manage the value of its mortgage servicing right asset, a right to 
service mortgages it origlaates or purchases, and one of the most volatile, and interest rate 
sensitive, assets on its balance sheet In order u> protect the vxdue of the mortpge 
servicing right asset, the finn must manage the interest rate risk by using, among other 
instruments, interest rate swaps. These swaps would be booked in the market risk capital 
trading account and because of the volatility associated with this asset, such interest rate 
swaps are often settled within 60 days. 


52 


Confidential Treatment Requested by J.P. Morgan & Co. 


JPM-CiO-PSI 0013321 



1713 


• Because the AFS investment securities portfolio of a banking entity is generally held for a 
long-term time horizon, it is often necessary manage the credit risk associated with these 
securities. To do so, the banking entity may buy protection in the credit default swap 
markets. The credit default swap is likely to be included in the entity’s market risk capital 
trading account, and because of volatility in markets at any given point in time that is 
giving rise to the credit concerns of the underlying credit, these cr^it default swap 
positions may be settled within 60 days. 

• Finally, a new type of volatility may be introduced to a firm's balance sheet as a result of 
the proposed capital rules imder Basel m, which require capital to be held against certain 
positions in the Other Comprehensive Income (“Ocr) Account (a component of 
stockholders equity).^^ In order to protect the banking entity’s capital position from the 
excessive volatility that could arise in OCl from movements in interest rates or changes in 
the credit spreads, the firm may choose to hedge such volatility through the use of options, 
swaps, or other non-AFS instruments. Derivatives used as part of these hedging 
transactions will be booked in the market risk capital trading accoimt and, because of the 
type of volatility they are hedging, may settle within 60 days. 

In the above examples, derivatives trades that may be settled within 60 da>a are being used 
for prudent asset-liability management purposes. Und^ the statutory language, a ‘*trading 
accoimt” comprising the short-term derivatives described above and used to manage the 
banking entity’s risks is covered, as the purpose of each of the trades is to protect the firm 
from movemmts in interest rate, changes in credit conditions, or other market risks affecting 
the value of one of the firm’s assets or liabilities; the purpose is not to profit from short-term 
price movements. Nonetheless, under the proposed rule, because of their short-term nature, 
these positions are presumed to be prohibited proprietary trading This presumption is 
counterfactual, and the outcome under the pre^osed rule is inconsistent with the statute. 
Furthermore, as discussed below, the use of these strategies may not get the benefit of the risk 
mitigation exception or the liquidity management exclusion of the proposed rule because of 
the limited nature and restrictive conditions set forth in such exceptions. Thus, the ability of a 
banking entity to manage the structural risk of its balance sheet would be adversely and 
improperly affected. 

We also note that while we believe the market risk capital test will cover some of these valid 
ALM strategies (and some hedging strategies employed m oui investment bank), we actually 
do not know, because the market risk rules under Basel II.5 have not been finalized. In this 
regard, it is particularly difficult to determine the application of these market risk rules to the 
Volcker Rule proposed rule as: (1) many banking entities, including the Firm, are still very 
much in the process of analyzing the proposed maricet risk rules in order to determine which 
types of assets and liabilities would be deemed to be ’^trading positions” and what types of 


We strongly oppose this proposal for other reasons. Sfife Letter of The Cleariog House AssociatioD, dated 
October 27, 201 1. httD:/Aww.theclearinghouse.org/index.html?f=073030 . 
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positions would be deemed to be “covered positions” under the proposed rules, and thus it is 
not possible at this time to determine bow AIM activities will be impacted by the interplay of 
these two sets of proposed rules; (2) it is not certain when the proposed market risk rules will 
become finai, and thus, under which set of “market risk capital” tests a banking entity will be 
subject at the time the Voicker Rule proposed rule become final; and (3) the types of 
documentation and compliance regimes necessary to establish compliance with the proposed 
rules may differ depending upon which set of proposed market risk capital tests is in effect at 
the time the Voicker Rule proposed rule becomes effective. 

C. Deficiencies in the Risk Mitigation Hedging Exemption 

The statute contains an exemption for risk-mitigating hedging activity, and some ALM 
activity would qualify for that exemption. However, the exemption appears to contemplate 
the type of hedging that occurs when a market intennediary enters into transactions to hedge 
its risk with customers or to meet anticipated demands of customers. In contrast, management 
of balance sheet and other risk requires extensive forecasting and stress tests so that the ALM 
function can position its portfolios to manage against anticipated risks. Thus, as currently 
drafted, the exemption would fail to protect— or, to much the same effect, leave in doubt the 
protection of — numerous legitimate ALM hedging activities. The same is true with respect to 
hedging done in our investment bank at a more micro level. 

1. The conditions necessary to satisfy the exemption are too restrictive 

As further illustrated below, the exemption for **risk mitigating hedging” is too restrictive and 
would not enable the broad range of actions that are required to manage the full complement 
of risks associated with a firm’s balance sheet 

(i) "actions in connection with and related to. " The proposed rule contains language 
indicating that a risk-mitigating hedge may only be used to mitigate rislcs to which the firm is 
already exposed. Anticipatory hedges are permissible only when the hedge is “established 
slightly before the banking entity becomes exposed to the underlying risk.” But appropriate 
risk mitigation activities often require that hedges be placed when it is likely that the firm will 
be exposed to the risk. The purpose of stress tests is to inform the firm about risks to which it 
may become exposed, and it is prudent for the firm, based upon that information, to take risk- 
mitigating actions. Further, it is impossible for any firm to perfectly anticipate the market 
moves that may adversely affect the entity’s a^ets and liabilities. Ibus, no mater bow 
sophisticated the stress tests or ALM analysis, flexibility is required with respect to the timing 
of the establishment of the hedges. In addition, depending on the size, scale and complexity 
of a particular institution’s positions relative to the depth and liquidity of the underlying 
instruments’ markets, safety and soundness consideiations may require that the firm establish 
the positions over a period of time so that such transactions do not disrupt the markets. 

(ii) "reasonably correlated " The pressed rule requires that a hedging transaction be 
“reasonably correlated” to die risk being hedged and provides that if the hedge and related 
position ‘Svould result in the backing entity earning appreciably more profits on the hedge 
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than it stood to lose on the related position,** the hedge would likely to be deemed a 
proprietary trade. 

These requirements could disqualify numerous legitimate hedging activities, as there are 
several reasons why a banking entity may earn appreciably more on a hedge position than it 
stands to lose on the related position — and yet, not be engaged in prohibited proprietary 
trading. 

First, ALM positions may create profits that would not be offset, at least in an immediate 
profit-and-Ioss context, by losses b the underlybg risk position. For example, derivative 
hedge positions may be marked to market (diereby creating P&L impact through the mcome 
statement), while the underlying position, such as a loan, is booked usmg accrual accountbg 
(and thus would not give rise to a contemporaneous, offsettmg P&L effect). 

Second, precise coirelations amongst and across different asset classes used in asset-liability 
management are difficult to determme. For example, the excess structural liability sensitivity 
arising from customer deposits creates a need for asset sensitivity on the balance sheet A 
traditional AUl strategy to hedge such liability sensitivity is to purchase AFS investment 
securities. In these instances, as the characteristics of the hedge instnunent are somewhat 
different than those of the underlybg position, the hedge will react somewhat differentiy than 
the underlybg position to the same market conditions and hence, generally, but not 
necessarilypreciseiy, correlate to theunderlyiog risk. 

Third, mamtenance of correlations at both the initiation and at the close of a hedgbg strategy 
may not be possible due to the fluid and convex nature of the balance sheet, as well as the 
liquidity of the market As noted above, dependbg on the size, scale and complexity of the 
positions bebg established or unwound, flexibility is needed so the hedge or its unwbd does 
not adversely affect the safety and soundness of the bankbg bstitution nor disrupt the 
markets. Durmg these periods, therefore, high correlations will be more difficult to mamtain. 

Once agam, this condition for the hedgbg exception appears to have been drafted with trading 
desks in mbd, where both sides of a hedge arc marked to markeL It is a poor fit with AU^. 

(iii) **signiflcant exposures that were not already present . " The proposed rule requires that 
the hedging transaction hot give rise to “significant exposures that were not already present” 
in the underlybg position. 

The proposed rule gives over-hedgmg as an example of prohibited proprietary tradbg. But 
in the ALM context, the inability to accurately forecast foture outcomes requires that there be 
adequate flexibility for (he estimation of— and hedging in respect of-sucb estimated future 
structural risks. In addition, as the probability of certain market and economic outcomes 
changes over time, the over or under hedging measiuoment will change relative to the . 
underlying risk position. 

Separately, and as importantly, asset-liability management strategies may often use 
instruments that will expose the bankbg entity to a risk that is itself not present in the 
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underlying position - and, thus give rise to an exposure “that was not already present.” In the 
example noted above, the use of an investment securities portfolio to manage the structural 
risk arising from customer deposits gives rise to basis rislL 



bv the proposed rule. 


Below are several examples of asset-liability hedging strategies employed by JPMorgan 
during the crisis that enabled it to successfully deal with the mark^ credit, interest rate, and 
liquidity risks that arose during that period. Soiqe of these activities could be deemed 
prohibited proprietary trading under the proposed rule, and would not seem to fall within the 
risk-mitigating hedging exception: 

Hedging the volatility and interest rate risk of the mortgage servicing right asset: In the days 
preceding Lehman's Chapter 1 1 filing on September IS, 2008, a review of JPMorgan’s 
mortgage servicing right asset indicated that it was at significant risk for loss of value imder 
some of the Firm's risk scenarios. Because the mortgage servicing ri^t is very interest rate 
sensitive, a spike in volatility from foiling rates would have increased the convexity of the 
mortgage servicing ri^t asset and resulted in the Firm ending up with a large open, 
unhedged, risk position. Also; a counterparty default, even taking into consideration the 
collateral held by the Firm to mitigate the counteq)aity risk, would have deprived the Firm of 
the benefit of ration positions previously entered into as protection. Accordin^y, in 
anticipation of a possible counterparty default, the Firm determined it would be prudent to 
purchase additional options, in excess of its then open risk positions, in order to protect the 
Firm against “wrong way” market and counterparty risk. After the events about which we 
were concerned actually occurred, the Firm sold the excess coverage, which resulted in gains 
for the Finn. 

Under the proposed rule, this activity could likely have been deemed prohibited proprietary 
trading (as the derivatives involved in the hedging strategy were booked in the market risk 
capital trading book) and may not have qualified as hedging because (1) the actions taken 
were forward lookmg and anticipatory nature; (2) the purchase of additional hedges could 
have been deemed over-hedging; and (3) the gains realized upon the unwind of the hedges 
could have been deemed “appreciably more profits on the hedge than [we] stood to lose on 
the related position.” 

Managing credit risk by use of use of credit derivatives: Leading into and throughout the 
crisis, the Finn closely monitored its credit portfolio to assess how the market events that 
were unfolding might affect its balance sheet and structural risks. Analysis indicated early 
stress conditions in the credit marked and we were therefore conceroed that more serious and 
accelerated underlying credit deterioration was occurring in the short term than was generally 
reflected in market prices. (The general market view was reflected in the high-yield credit 
spread curve which was. at the beginoing of the crisis, very steep, indicating that that the 
market believed that companies would likely not default in the short-term, but that severe 
credit losses were more likely to occur in the long term as the crisis continued m duration.) 
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To protect the Firm against credit losses that, based on analysis, the Firm perceived were 
possible to occur in the near term, the Firm's ALM team used credit derivatives to purchase 
protection on high yield credit default swap indices with short tenii maturities and to sell 
protection on high yield credit default swap indices with longer-tenn maturities — in effect, 
taking a high yield curve flattening position in the credit derivatives market This strategy 
resulted m the Firm recognizing some gains as near-term default risks increased. The gains 
recognized on these derivatives strategies offset in part the losses that occurred on credit 
assets held by the Firm. 

Under the prop>osed rule, this activity could have been deemed prohibited proprietary trading. 
The derivatives used in the hedging strategy were booked in the market risk capital trading 
account and may not have qualified as hedging because: (1) the actions taken were forward- 
looking and anticipatory; (2) the Firm’s purchases of the credit derivatives may not have been 
deemed ’’reasonably correlated” with the underlying risk, as different instruments were used 
to effect the hedging strategy than the assets giving rise to the risk; and (3) the gains realized 
up>on the' unwind of the hedges could have been determined to be l^er than the 
countervmling risks. 

Managpig deposit inflows by purchasing highly liquid securities: As the crisis unfolded, 
JPMorgan experienced an unprecedented inflow of deposits (more than $100 billion) 
reflecting a flight to quality. The Firm was faced mth determining bow to invest this excess 
cash, and how to earn a sufficient rate of return bn ^ese deposits in an extremely low-rate 
environment, so that it could pay interest on these funds without losing money— ^r needing to 
turn its customers away, which not only would have been bad business for Us but destabilizing 
for the system. The Finn took several actions: it lent the access flinds in the mter^)ank 
market, thereby helping to recirculate available liquidity to other financial institutions. But it 
also invested in both long-term and short-term hi^ly liquid investment grade securities in 
order to obtain a rate of return sufficient to protect the Finn flom compressing margins on its 
deposit base. Although the preponderance of the securities purchased were booked as AFS 
securities, many of the shorter-term securities were booked in the Finn’s market risk capital 
trading account. The purchase of shorter-term securities was necessary because the Firm was 
not sure how sticky (or long term in nature) some of these deposits would be, and wanted to 
avoid an asset-liability mismatch. And some AFS securities were purchased and sold within 
60 days as a prudent hedging response to the dynamic nature of the cash flows, and in order 
to manage the fluidity o f the cash flows and the invest rate volatility and sensitivities such 
cash flows were creating. Use of this strategy enabled the Firm to protect itself against losses, 
helped its clients earn interest on the funds they bad deposited with the Firm and recycled 
funds back into the wholesale markets. 

Under the proposed rule, some components of this strategy could have been considered (or 
presumed to be) prohibited proprietary trading. Some securities were booked in the market 
risk capital trading account (or purebred and sold within 60 days), and would not have 
qualified as hedging because (1) the Firm’s purchases might have been deemed to be a hedge 
that gave rise to a ”risk that was not already present” on the Firm’s balance sheet; (2) the 
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hedge securities may not have been deemed a hedge that “reasonably correlated” with the 
underlying risk (not only for the reason noted before, but also because the pace of the 
purchases or sales of hedge securities may not have matched precisely the pace of deposit 
inflows and outflows) and (3) the Firm's eventual sale of such securities resulted in gains that 
could have been considered outsized to the risk being hedged (in part because that risk could 
not be quantified). 

Managing the value of the Firm ‘s assets and liabilities by purchasing expanded types of 
investment securities: By early 2009, it had become app^nt that additional ALM action was 
required. The credit environment had det^orated further, and the Firm’s management was 
forecasting a significant economic slowdown that was likely to lead to a lower interest rate 
environmenL b addition to the significant influx of deposits the Firm was e;q)eriencing, the 
Firm’s management was predicting lower loan demand, resulting in a significant structural 
balance sheet mismatch between assets and liabilities. In anticipation of these conditions, the 
Firm’s ALM team undertook an evaluation of the Finn’s investment securities portfolio and 
determined it would be prudent to increase the size and duration of the portfolio, as well as to 
increase diversification of the portfolio. Thus, in addition to agency MBS securities, which 
were the securities traditionally held by the investment securities portfolio, ALM activities 
expanded in scope to mclude other hi^y liquid securities. But, as the market dislocation 
associated with the crisis increased and cr^t spreads continued to widen, the portfolio was 
fiirthCT expanded to mclude other top-of-the-capital structure securities and certain types of 
structured credit products to bring the asset-liability sensitivity of the Firm more in balance. 
This increased purchasing continued over several quarters of 2009. While the preponderance 
of the securities purchased were booked as AFS securities, the expanded strategy also 
involved the purchase of certain securities and derivatives that werebooked in the Firm’s 
market risk capital trading account and, as a prudent response to the volatility in the credit 
markets, sometimes necessitated the purchase and sale, within 60 days, of AFS securities. 

This active -and proactive - positioning of the Firm’s ALM portfolio during the period 
enabled the Finn to manage successfully a balance sheet that was otperiencing significant 
changes in volumes in its assets and liabilities with resulting interest rate volatility and 
sensitivity, and provided the Firm with a partial hedge against the changing market value of 
the Finn’s balance sheet. 

Under the proposed rule, some aspects of (his strategy could have been prohibited, for 
basically the same reasons described with respect to other strategies. As these examples 
demonstrate, JPMorgan’s ALM activities during foe crisis involved pro-active managemrat of 
foe risks associated with its balance sheet Many of these actions needed to be taken quickly, 
while many others required significant purchases or sales of securities over a period of time - 
as large purchases or sales needed to be managed in a way that was consistent with safety and 
soundness and without dislocating markets. 

The actions taken by the Firm’s ALM team led to significant changes over the two-year 
period in the size, maturity profile, and composition of the Firm’s investment securities 
portfolio. All of these actions, irrespective of whefoer the securities and instruments 
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purchased and sold were accounted for as AFS investment securities or booked in the market 
risk capital trading account, were effected in order to protect the value of the assets and 
liabilities on the Firm’s balance sheet, and not for the purpose of earning profit from short- 
term price movements. Under the proposed rule, it is at best unclear whether we could take 
similar actions to protect ourselves in the future. Thus, many of the most prudent, useful and 
successful strategies utilized by the Firm during the crisis could have been prohibited under 
the proposed rule. As discussed below, we believe there are more appropriate ways to ensure 
a prudent and effective operation of an ALM fonction, while at the same time ensuring 
sufficient safeguards are in place so that the statutory prohibition on proprietary trading set 
forth in the Volcker Rule is not evaded. 

D. Inapplicable Elements of the Risk Mitigation Hedging Ezemption 

1- The Metrics Required to be Applied are Meaningless When Applied to Legitimate ALM 
Activities 

The proposed rule requires five metrics to be applied to “risk mitigating hedging activities;" 
accordin^y, under the proposed rule, ALM transactions that are booked in the entity’s market 
risk capital trading account would be subject to these metrics. These measures include VAR, 
Stress VAR, VAR Exceedence, Risk Factor Sensitiviti^, and Risk Position Limits. It is true 
that VAR and these other metrics are used by the Finn in respect of the portion of the ALM 
portfolio which is marked-to-market However, the purpose for such tests is to enable the 
Firm to understand the poteotial loss that could be incurred by these positions as a result of 
immediate changes in market rates - but not to detmmine the efficacy of the AIM hedging 
activity. And, while asset-UabiUty risk management does use risk foctor sensitivities and risk 
position limits in managing the risks associated with die portfolio, these metrics likewise do 
not help distinguish AIM activities from protubited proprietary trading activities. 
Accordingly, while these metrics are used in risk management, they are of no use in 
distinguishing valid risk mitigating hed^g activities from prohibited proprietary trading. 

Most significantly, the application of the VAR-based measures to assets held by an ALM 
function would be extremely misleading. Ihis is because many of the liabilities being 
managed, such as deposits, are not marked to nwket but, rather, are accounted for on an 
accrual basis. This accounting asymmetry means that while the VAR-based metrics will 
capture the changes in value of the ALM position, these metrics will not reflect the o&etting 
risk in the underlying structural balance sheet of the company — in essence, the VAR-based 
metric will be measuring only one side of the equation, not both. Accordingly, VAR 
measures will not gauge the extent to which the ALM position is actually ofTseiting the risk it 
is hedging. This accounting asymmetry renders the application of these metrics to ALM 
activities meaningless for Volcker Rule purposes. 
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2. The “Simultaneous Documentation” ReauirKnent Is Overly Onerous and Not Necessary to 
Distinguish Proprietary Trading from Legitimate ALM Activities 

The heavy doounentatlon requirements for risk mitigating hedging activities are unrealistic 
and the requirement for contemporaneous documentation is unworkable. The proposed rule 
requires that for any risk mitigation hedging transactions “established at a level of 
organization that is diffoent than the level of organization” establishing the positions, the 
entity must document “at the time” of the transaction (1) the purpose of that hedge 
transaction; (2) the positions the hedge is designed to reduce; and (3) the level of the 
organization that is establishing the hedge. 

The significant documentation requirement imposed on the ALM function — ^which, by 
definition, is carried out on a desk fiiat ia different from the market-making desks giving rise 
to the risk or the operating business that is giving rise to the underlying credit or structural 
liability risk — means that ALM fimctions will de facto be subject to the unworkable 
documentation requirements of the proposed rule. Because the ALM function looks at the 
balance sheet in a macro, holistic way, determinations as to hedging strategies are generally 
developed by an inv^tment committee friat determines what risks the entity is being exposed 
to, and how best and how much to hedge them. The person executing the hedging position 
on behalf of the ALM function may not know the precise origin of the risk being h»:^ed at 
the time of hedge execution. The unworkabiUty of the documentation requirement becomes 
even more extreme in the context of necessary anticipatory hedging. Because hedging is 
dynamic and needs to be responsive to market conditjons, the requirements that such 
documentation be “contemporaneous with” the establishment of the hedge, wd that there be 
detailed documentation identifying the exact positions - or even portfolios of positions - that 
are intended to be hedged could inadvertently delay managers from establishing the very 
hedges required to maintain safety and soundness. This tension will be p^cularly acute 
during volatile market conditions - precisely when safety and soundness and market stability 
argue for quick action. 

Further, it is unclear what benefits these additional documentation requirements provide, and 
how they would differ from or be supplemental to the policies and procedures that are already 
employ^ by a firm’s ALM fiinctioa. It is not clear that the ^propriate and already robust 
policies and procedures that are in place in a firm’s AIM function do not suffice. Because 
ALM functions should be given the same deference and latitude that the proposed rule 
accords the liquidity management function (at least in respect of the documentation 
requirements applicable to both activities), thm is no reason that the documentation 
conditions that the proposed rule deems sufficient for liquidity management should not 
likewise be deemed sufficient and appropriate for trtmsactions executed in furtherance of 
bona fide ALM activities. 

In summery, given the restrictive and unworkable conditions required to be met for the “risk 
mitigating hedging” exemption of die proposed rule, it will be impossible for risk managers 
to know at the outset what may be deemed exempted and what may not. This attendant 
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uncertainty will chill the talcing of appropriate actions and impair the exercise of this 
important function, thereby undermining a crucial safety and soundness function, often at 
times when it is most required. 

E. The Liquidity Management Exclusion 

While the proposed rule properly excludes liquidity management activities from the definition 
of trading account (thereby acknowledging that these activities are not for the purpose of 
selling in the near term or with the intent to resell in order to profit from short-term price 
movements), it nonetheless fails to fully implemoit the FSOC's finding that liquidity 
management activities must fall outside the Volcker Rule’s definition of proprietary trading. 
That is because the proposed rule has so narrowly circumscribed the scope of excluded *1)ona 
fide liquidity managemenf* activities that only a fraction of a firm’s liquidity management 
activities will qualify for this treatment and, thus, the remainder could be prohibited by the 
Volcker Rule as impermissible proprietary trading. This result cannot be intended. 

In particular, the following conditions that must be met in order to obtain the benefit of the 
exclusion present serious obstacles to effecting a legitimate and prudent liquidity management 
function: 

(i) "near-term "Junding needs: Prudent liquidity management is responsible for ensuring 
that die entity is able to meet its commitments not only over the “short term" - but also over 
“medium-tenn” and “longer-time” horizons. In feet, the banldDg regulators’ 2010 
Interagency Policy Statement on Funding and Liquidity Risk Management ("Liquidity Risk 
Policy”)^, requires firms to “ensure that their vulnerabilities to changing liquidity needs and 
liqui^ty capacities are appropriately assessed within meaiungfiil time horizons, including 
intra-day, day-to-day, short-term weekly and monthly horizons, medium-term horizons of up 
to one year, and longer-term liquidity needs of one year or more.”’* 

The consequence— which we believe must be unintended — of this near tenn requirement is to 
label any liquidity cushion of liquid securities held by the firm in excess of its “near-term" 
funding needs as prohibited proprietary trading. That is because under the proposed rule only 
the portion of the liquidiQ' cushion that would meet a firm’s “near term" funding needs will 
qu^fy for the liquidity management exclusion; tbe balance of die securities held as part of 
die liquidity cushion (which generally would be securities held in a market risk capi^ trading 
account) could be deemed prohibited proprietary tr^fing. The result will be to limit prudent 
liquidity management practices and Ukely result in making banking entities less safe and less 
sound and the U.S. and global financial systems more vulnerable to liquidity stresses. 


^ ’‘Inierageocy Policy Statemeat on Funding and Liquidity Risk Maiiagemenr Office of tbe CoinptniUer of die 
Currency; Bo^ of Oovenion of tbe Federal Reserve Sytfem; Federal Dqxssit Insurance Coiporatioa; Office of 
Thrift Supervision; and National Credit Union Adminisintion, Fed Reg. Voi. 75, No. 54, 1 3656, March 22 , 
2010 . 
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(ii) posiiiohs be "highly’' liquid: It is imprudent for all of a finn’s liquidity management 
positions to be invested only in highly Uquid securities because prudent liquidity management 
requires appropriate asset allocatioa Firms of^ invest their surplus funds in commercial 
paper, certificates of deposit, short-term loans, interbank deposits. Fed Funds and other 
similar mstruments of creditworthy issuers, because these instruments, used b varying 
amounts at varybg times, provide liquidity managers with the necessary flexibility to address 
the changing liquidity profile of the finn. Frohibitmg the use of these types of instruments 
would be inappropriate for several reasons. 

First, the liquidity of instruments changes from time to time b response to market conditions 
and thus, determbing whether an instrument is hi^y liquid or merely liquid will be a facts 
and circumstances determination, dependbg on market conditions at any given pobt in time. 
Second, barddog entities’ bv^tment b commercial paper, short-term loans, interbank 
deposits and other similar products is an important way to recirculate available liquidity to 
help provide fundbg to others. Thus, prohibidng banking entities from investbg their excess 
Hqui^ty bto these instruments would be detrimental to the safety and soundness of be entire 
banking system. Third, liquidity is not indicative of whether the purpose of a trade is short^ 
term profit and thus, it is not clear why or bow this requirement furthers the blended 
purpose of the Volcker Rule. 

(tii) positions not give rise to "appreciable profits": The fact that a particular mvestraent 
bears a higher rate of return than another does not convert the purpose of that mvestment 
from proper liquidity management to impenni^ible proprietary tradmg. In addition, 
concludbg whether any particular liquidity management transaction creates impermissible 
“appreciable” profits is so subjective and unceitam a determbation that it will only inhibit 
and impair the proper management of this important fimction. 

(iv) "specifically.,. authorize. .Ahe circumstances in which the particular instrument mcry or 
must be used. " Liquidity management is a dynamic process, never more so than during 
periods of stress. It is a process that, by definition, requires continuous measurement and 
monitoring — and bebg able to take steps quickly to address any fundbg gaps (that is, any 
gaps between the timing of liquidity sources and liquidity uses). Because of the on-going 
nature of the reviews routbety performed by the fimction, and the breadth of the instruments 
taken bto consideration depending on market and economic conditions at any pobt b time, 
lequirbg that the liquidity plan specifically detail the circumstances in which a particular 
instrument is to be used is too constrictive e condition to permit the proper functionbg of a 
bona fide liquidity management function. 

b summary, many bona fide liquidity mana^ment activities would not be permitted under 
the propos^ rule's exclusion. The restrictioais will not permit the function to operate within a 
framework that is flexible enough to allow bankmg entities to manage their liquidity risks in 
prudent ways. As a result, (he exclusion as currently set forth b the proposed rule could 
undermbe banking entities' safety and soundness. 
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F. Alternative approach 

The final rule should establish an exclusion from the definitioD of trading account for bona 
/ide asset liability management, which would include and encompass bona fide liquidity 
management Like die currently proposed exclusion for bona fide liquidity management, the 
ALM exclusion would be conditioned on meeting several criteria that are consistent, and in 
some instances go further than, those already included in the proposed rule. Such an exclusion 
is fully consistent with the language, purposes and history of the statute. 

We therefore propose that there be an exclusion for any transaction effected for bona fide 
asset-liability management done in accordance with a firm’s documented ALM policy that; 

• Authorizes the particular instruments to be for ALM and liquidity purposes, and 
describes the types circumstances under which such instruments would gennally be 
expected to be used; 

• Authorizes foe hedging strategies for use in ALM activities or for addressing foe 
liquidity needs of the firm as foe macroeconomic and market environments change; 

• Requires that any transaction contemplated and authorized by foe plan be principally for 
foe purpose of managing foe balance sheet exposures and liquidity risks of foe covered 
firm, and not principally for foe purpose of ahort-tenn resale, henefitting from actual or 
expected short-term price movements, realizing short-term arbitrage profits, or h^ging a 
position taken for such short-term purposes; 

• Requires that foe ALM and liquidity portfolios be managed within appropriate controls 
documented in foe ALM policy, 

• Limits any positions taken for ALM or liquidity purposes to amounts that are consistent 
with foe firm’s balance sheet management and liquklity needs as defined in foe ALM 
policy, 

• Is consistent with all applicable regulatory guidance regarding asset-liability and liquidity 
management; 

• Is approved by the finn’s board of directors; 

• Requires that the compensation arrangements of persons performing foe AIM and 
liquidity management activities be designed so as not to reward proprietary risk taking; 

• Requires that the firm shall have established a compliance and audit regime designed to 
ensure compliance with foe rule; and 
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• Requires that the management of the ALM and Hquidi^ management fimction (including 
its employees and ofiicem) be separate from the primary dealer and market-making 
trading Ainctions. 

Under this construct, the agencies would have considerable assurance that Al^ fimctions 
were being properly conducted, but financial institutions would retain the crucially important 
flexibility to manage their risks in appropriate and prudent ways. That is because under a 
properly organized, managed and supervised ALM fimction it would be difficult — if not 
impossible — for aproprietary trading desk or function to be secreted or camouflaged within 
an ALM function." First, and foremost, because the ALM function is grounded in managing 
the structural risks of the enterprise, the banking entity would need to be able to demonstrate 
that each of the ALM strategies it undertook was in response to the results of stress tests or 
internal analysis conducted by the firm of its balance sheet risks. Each desk effecting ALM 
hedging strategies would need to be able to demonstrate how its activili^ are supervised, and 
that its transactions were within the defined mandates and limits established by its maoagera- 
who likewise would need to be able to demonstrate that those mandates and limits were 
directed by and were part of the AIM strategy established by the firm’s AIM management 
ALM management would need to be able to demonstrate that the instruments and strategies 
utilized by the various hedgmg persormel were established by it and were part of the written 
ALM plan and procedures, and that alt of the ALM activities were reported to and monitored 
by the entity’s independent risk management function. The entity would need to be able to 
demonstrate that the written plan and procedures were authorized by the entity’s board of 
directors, and that its internal risk, compliance and audit personnel, independent of the ALM 
function, had perfbrmed adequate monitoring and testing of such processes and procedures to 
establish that the activities were in fret m compliance with the plan. And, as a further 
disinoentive to proprietary trading occurring within the AIM fimction, the persons effecting 
AIM transactions would not be compensated to do so. Lastly, and not insignificancy, the 
banking entity would also know that its ALM activities are subject to regulatory examination 
and review. Thus, we believe the exemption would require that there exist within the ALM 
fimction managerial and supervisory structure to ensure that the fimction is being properly 
performed and appropriately controlled. 

By proposing this exclusion we do not suggest that ALM activities be exempt from 
examination on safety and soundness grounds. Rather, as stated above, we firUy expect robust 
examination and supervision to continue in the future. As noted in the introduction, we also 
note that draconian capital requirements on aU trading positions, including those held for 
ALM purposes, are already a potent safety and soundness guarantee, as well as unfortunately 
a disincentive to ragage in the activity. 


” We acknowledge it is always possible that a rogue trader situation con occur— but, as we note in the 
Overview, (here appears no justification to promulgate a rule that presiunes from the outset that covered entities 
would intentionally work to evade (be rale. 
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We thank the agencies for their consideration of our comments. If you have 
questions, please do not hesitate to call me at 2!2'270-0593. 

Sinc^iy, 



Barry L. ^ibrow 
Executive Vice President 
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Appendix A 

Compliance Program for Foreign Funds 

Appendix C, Section n of the proposed rule would be amended to add a new Subsection C, as 
follows; 

C. Foreign Fund Activities or Investments 

A covered banking entity must establish, maintain and enforce written policies 
and procedures that are reasonably designed to document, describe, and monitor the covered 
banking entity’s sponsorship activities with respect to, or investments in, funds organized and 
offered outside the United States (such fimds, “forei^ funds”), as follows: 

Ai^vsis of Forei^ Funds ; The covered banking entity’s policies and procedures 
must specify how each foreign fUnd that the covered banking entity sponsors, organizes and 
offers, or in which the covered banking entity invests, will be analyzed to determine whether 

such foreign fund is a covered fimd pursuant to § . 10(b)(1). Such policies and procedures 

must provide that such analysis be appropriately documented and reported to management of the 
covered banking entity. To the extent that a foreign fund is determined not to be a covered fund, 
the following compliance program elements will apply. 

Records Regarding Foreign Funds that are not Covered Funds : For foreign funds 
that are not covered funds and that the covered banking entity sponsors, organizes and offers, or 
in which the covered banking entity invests, the covmd banking entity’s written policies and 
procedures must specify that the covered banking entity mamtain records that are sufficient to 
identify, as applicable: 

• A description of each foreign fund (e.g., prospectus). 

• For each foreign fund, a record that notes the basis upon which the covered 

banking entity has determined that toe foreign fund is not a covered fund pursuant 
to § .10(bXl)(iU). including the foUowing elements: 

o jurisdiction of organization; 

o jurisdiction of registration or regulation; 

o each jurisdiction in which a public offiring of toe foreign fund’s 
ownership interests has been made, or is intended to be made, and, with 
respect to funds that ate publicly offered and listed on a foreign securities 
exchange, the percent of the foreign fund’s ownership interests 
represented by such listing, or that are intended to be represented by such 
listing; 
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o how frequently investors are pennitted to redeem their ownership interests 
and how frequently a net asset value, or its equivalent, is calculated; and 

o the securities exchange upon which the foreign fund’s ownership interests 
are listed. 

• The nature of the covered banking entity’s sponsorship activities with respect to 
each foreign fund; and 

• The date and amount of each investment by the covered banking entity in each 
foreign fund. 

Ongoing Compliance of Investments in Foreim Funds that are not Covered 
Funds : The covered banking entity’s policies and procedures must specify how each foreign 
fond in which a banking entity maintains an ownmhip interest will be reviewed regidarly to 

determine whether sucfo foreign fond has become a covered fond pursuant to § .lOCbXl). With 

respect to foreign funds that are later determined to be covered funds, the covered banking 
entity's policies and procedures must also specify how the banking entity will ensure 

investments in such foreign funds will be brought into compliance with § .1 1 and the other 

provisions of Part [ ], as applicable. 
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JPMORGAN CHASE & CO. 

MINUTES 

MEETING OF THE RISK POLICY COMNOTTEE 
March 20, 2012 

Risk Policy Committee Others Present 

James S. Crown, Chairman Ashley Bccon John J. Hogan 

David M. Cote Douglas L. Braunstcin Daniel McDonagh 

Ellen V. Futter Paiii Ccmi^on Patrick McKenna 

Donna Dellosso Samuel T. Ramsey 

Robin Do^e Donna Rdno 

LtaDrew StcinarZinke 

Mary Ellen Egbert Barry L. Zubrow 

Irvin J. Goldman Gregory A. Baer, Secretary 

Margaret M. Haiinum 

Mr. Crotvn convened the meeting at 7:30 am. "nie meeting commenced with C^ommittce members, Ms. 

Doyle, Ms. E^cit and Ms. Hannum and Messrs. Braunstcin, Hogan, McKenna, Ramsey, Zinkc, 

Zubrow, and Baer in attendance, Mr. Hogan then introduced new members of the Risk Munugement 

Team: Donna Dellosso, Patrick McKenna and Stcinar Zinkc to the Committee. 

The minutes of the meeiing on January 1 7, 20! 2 were approved. 


Redacted 
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Redacted 
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Redacted 


Market Risk Limits 


Mr. Bacon the Committee on Market Risk Limits. • 


Redacted: : 


Redacted 


j The CIO VaR limit was raised temporarily in anticipation of QR’s 
approval of the mortgage prepayment model leveraged by the MSR and SI*G’s mortgage related 
portfolios. The CIO Risk Committee reviews Level 1 and l.evcl 2 limits lor each business on a 
monthly basis. He stated that tbe position changes in the second half of 201 1 resulted in VaR 
diversificaiioa beneCt treading lower (Wghcr VaR) vAxh limits tmehanged and manag^ more tightly. 


Redacted 


Following discussion, Mr. Bacon left the meeting. 
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Redacted 


CIO Review 

Ms. Drew and Mr. Goldman provided a review on CIO. TTiey discussed the structural risk summary 
noting that the stnicturai risk net liability position projected by lOBs continues to grow driven by 
modest asset growth, continued deposit infiows, long term dd>t issuance and retained earnings. Ms. 
Drew noted that the structural investment ponfoHo allocation trending toward 50% rates, 50% senior 
credit. Subjert to c^tal ratios, the CIO will continue a portfolio rotation into senior top of the capital 
structure credit. Ms. Drew described how rising or falling interest rates would affect the company, and 
how CIO manages that risk. In response to a question from Mr. Cote, she end Mr. Goldman described 
the behavior of core deposits and how they are managed. 


.Redacted/. 


Adjoununent 

There being no further business, the meeting was adjourned. 

■" 

Gregory A. Boer, Secretary 


DK>^ minutes 1X112 Msich flM! .'toe 


Pagi;4of4 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN & CO. 


JPM-CIO-PSI 0013566 



1732 


Confidential 


Risk Management 

General Market Discussion 


JP Morgan Chase & Co. 


Directors Risk Policy Committee 
March 20, 2012 


Th« leport EOntaint scnsiliv* and coorntanlitl finanael mlvmation aucn mai anyone am (accnea t may putch^e and us jPMagan Chaw tacuMias only durng me 'tmlow pcno^ llul toHcwe 
quanariy alaiamcnts o' uminga 

THIS INPORMATIQN iS CONPID6NTI*!, AND PROPRIETiSy, AND tUSCLOSORE OR OISTftieuTlON OF THE INFORUATION TO ANY PERSON WITHOUTTHE PRIOR WRITTEN CONSENT OF 
JPWORGAN IS PROHIBITED ANY SANK EXAMINER TO WHOM JPMOROAN HAS fURNiSHEO THIS INFORMATION MAY O'SCIOSE THE INFORMATION TO ANY OTHER EMPLOYEES OF A 
BANK REGULATORY AUTHORITY WHO HAVE A NEED TO KNOW THE INFORMATION OR AS REQUIRED BYLAW 
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Topics for Discussion 


Confidentiai 


Wholesale- 30 Minutes Consumer- IS Minutes 


investment Bank (IB) 

■ Executive Summary 

■ Euro Stress 

> Underwriting Scorecards 

Commercial Bank (CB) 

■ Executive Summary 

■ Underwriting Scorecards 

Asset Management (AM) 

■ Executive Summary 

■ Key Risk Topic -Money Market Funds 

■ Underwriting Scorecard 

Treasury & Securities Services (T&SS) 

■ Executive Summary 

Chief Investment Office (CIO) 

■ Executive Summary 


Consumer 

■ Executive Summary 

a 30-149 Day Non-Credit impaired Delinquency 

■ Net Charge-Offs 

■ Underwriting Scorecards 

- Card Services 
-Auto Finance 

• Mortgage Banking 

- Business Banking 


Exhibita 

a Treasury & Securities Services 

• Selected Key Product Metrics 

• Opereb'onal Losses - Full Year 2011 

• Credit Risk Profile 

■ Consumer 

• Eam/'ngsEsf/mafe 

- Card Servtces Oveivrew 

• Auto Finance Overview 

‘ Mortgage BankJrrg Overview 

• Busirress Bankitrg Overview 


JPMorgan Chask&Co. 
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■ Redacted by tbc PemancBt j 
-Sabcoanittec ob lpvcrti|alfawi | 


Chref Investment Office Risk: 
Executive Summary 
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From: Bacon, Ashley 

Sent: Sun, 06 May 2012 20:57:24 GMT 

To: Venkatakrishnan, CS <cs.venk3takrishnan@ipmorg3n.a>m> 

Subject: Re; CIO Credit Collateral differences as of COB Thursday 3rd 


Yes - would be a good addition 


From; Venkatakrishnan, CS 
Sent: Sunday, May 06, 2012 09:55 PM 
To: Bacon, Ashley 

Subject; Fw; QO Credit Cdiatera! differences as of COB Thursday 3rd 
Shouldn't this be on daily risk report? 


From: Bates, PaulT 

Sent: Sunday, May 06, 2012 04:46 PM 

To: Dimon, Jamie; Braunstein, Douglas; Hogan, John J.; Drew, Ina 

Cc: O'Rahilly, Rob; Bacon, Ashley; Venkatakrishnan, CS; Vigneron, Olivier X; Macris, Achilles 0; Martin-Artajo, Javier X; 
Wilmot, John 

Subject: QO Credit Collateral differences as of COB Thursday 3rd 
CIO Credit Collateral differences as of COB Thursday 3rd 

Total difference between CIO and the counterparties is now $'l94mm vs. $182mm prior day. 

Largest Counterparty Difference: Morgan Stanley Is now $57mm vs. $55mm prior day. 

Largest Instrument Difference: Itraxx MN S09 lOY 22*100 is now $34mm vs. S38mm on the prior day. 
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From: Bates, Paul T <pau!.l.bates@jpmchase.com> 

Sent: Tue, 08 May 2012 18:18:01 GMT 

Dimon, Jamie <jamie.dimon@Jpmchase.com>; Braunstein, Douglas <Douglas.Braunstein@jpmorgan.com>; 
Hogan, John J. <john.J.Hogan@ipmorgan.com>; Drew, Ina <lna.Drew@jpmorgan.com> 

O'Rahilly, Rob <Rob.ORahniY@jpmorgan.com>; Bacon, Ashley <Ashley.Bacon@]pmorgan.com>; 
Venkatakrishnan, CS <cs.venkatakrishnan@jpmorgan.com>; Vigneron, Olivier X 

<o!ivier.x.vigneron@jpmorgan.com>; Maoris, Achilles O <achi!les.o.macris@jpmorgan.com>; Martin-Artajo, 
Javier X <javier.x.martin-artaJo@jpmorgan.com>; Witmot John <JOHN.WILMOT@jpmorgan.com> 

Subject: CIO Credit Collateral differences as of COB Monday 7th 


QO Credit Collateral differences as of COB Monday 7th 

Total difference between CIO and the counterparties is now S212mm vs. $203mm prior day. 

Largest Counterparty Difference: Morgan Stanley is at $61mm - unchanged. 

Largest Instrument Difference: Itraxx MN S09 lOY 22-100 is now $27mm vs. $24mm on the prior day. 
Difference by counterparty: 
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From: Youngwood, Sarah M <sarah.m-youngwood@jpmorgan-com> 

Sent: Thu, 10 May 20!2 22:35:32 GMT 

DImon, Jamie <jamie.dimon@jpmchase.com>; Braunstein, Douglas 
<Douglas-Braunstein@jpmorgan-Com>; Drew, Ina <Ina.Drew@jpmorgan.com>; Staley, Jes 
To: <jes.staley@jpmorgan.com>; Cutler, Stephen M <stepheTi.m.cutIer@jpmorgan.com>; Evangelisti, 

Joseph <joseph,evange!isti@jpmchase.com>; Lemkau, Kristin C <Kristin.Lemkau@jpmorgan.com>; 
Miller, Judith B. <Judith.B-Miller@jpmorgan.com> 

CC: Investor Relations <Investor_Relations@restricted.chase.com> 

Subject: lOQ call - Buyside and sellside comments (1) 


See below re first few calls. 

Brennan Hawken - UBS - Seliside 

• Matt O'Connor said it all on the call when he mentioned this is not really a huge number is it stays there 

• Very commendable; the call was very transparent, above board, and something that you would expect JPM to 
do 

• The market is reacting somewhat strongly 

• You will work your way out of it 

Keith Horowitz - Citi Seilside 

• Feedback -There's more going on here; 'There are bad apples here." People are incented to make money and 
take risk" 

• I think everyone appreciates you organizing a call 
Mike Mayo - CLSA - Sellside 

• What did Jamie mean when he said the loss "could be volatile?" Is it $1B more? 

• Is AOCI recognized in equity? Is 

• Any impact on your capital plans? 

• What is the purpose of the investment portfdio? 

• Big issue/question; who was watching the CIO? Doesn't internal audit monitor this? CIO size? Volcker? Asset 
Management 

• Thank you for organizing the call 

Matt O'Connor, Michael Carrier and David No - Deutsche Bank - Seliside 

• How big is the synthetic credit book you are trying to unwind? Is the synthetic book included in the Investment 
securities portfoiio? How big overall is the CiO book? Are diere numbers in the press that are reasonable? 

• Where would the synthetic credit book show up on the consolidated balance sheet in trading assets? is it under 
derivatives receivables? 

• Is all of your goodwill in the Corporate segment? 

• Pretty big confidence blow for the best risk manager; very puzzling 

• We may have to amend our FICC forecasts. Movements in credit spreads don't seem material, so to get tripped 
up now is surprising 

• Were there any accounting changes? 

• When I speak to clients, and they ask, "What got worse since after the quarter?" I'd say Europe, but what else 
got worse? What basket did you have? Using broad indexes, it just doesn't add up 

• "Scary thing" - 1 worry about if this could create a global issue 

• How fast can you get out? 
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• You didn't do a call when you had a S2.5B litiga^on loss; ; I'm not worried about your earnings or book value, 
but I do worry about the message it sends 

Beth Schulte - Capital - Buyside 

• "Bravo, thank you for hosting the call" 

• What exactly was the transaction that caused the problem? 

• What event triggered the realization that the hedging was not working? 

« When Jamie said you had a synthetic credit strategy to hedge your overall credit risk, what does that mean in 
laymen terms? Rather than sell-off the pieces, did you lay over additional strategy? 

• Based on what Jamie said on the quarter, have you used up, as of 1Q12, any of the buybacks? 


Sarah Youngwood { Managing Director | Head of Investor Relations | JPMorgan Chase Co. ) 
270 Park Avenue, New York, NY 10017 ( T: 212 622 6153 | F: 212 270 1648| 
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From: Coombes, Hema S <hema.s.coombes@>jpmcha5e.com> 

Sent: Thu, 10 May 2012 18:03;05 GMT 

Dimon, iamie <Jamie.dlmon@>jpmcha&e.com>; Braunstein, Douglas <Douglas.Braunstein@)jpmorgan.com>; 
Hogan, John J. <John.J.Hogan@»|pmorgan,com>; Drew. Ina <lna.Drewg)ipmorgan.com> 

O'Rahiity, Rob cRob.ORahllly@jpmorgan.com>; Bacon, Ashley <AshieY.Bacon§>ipmorgan.com>; 
Venkatakrishnan, CS <cs.venkatalcrlshnan€>jpmorgan.com>: Vlgneron, Olivier x 
CC: <o!ivler.x.vlgneron@jpmorgan.com>; Maoris, AchUles O <achllfes.o.niacrts@>jpmorgan.com>; Martin-Artajo, 

Javier X <javierj(.martin-artajo@jpmorgan.corTi>; Wtimot, John<IOHN.WILMOT@jpmorgan.CDm>; Lewis, Phil 
<phll.lewb@jpmorgan.com> 

Subject: GO Credit Collateral differences as of COB Wednesday 9th May 


GO Credit Cdbterai differences as of COB Wedrtesday 9* May 

Total difference between CIO and the counterparties Is now $120mm vs. $144mm prior day 
Largest Counterparty Difference: Morgan Stanley Capital Services Is at $S8mm -• up from SS4mm 
Largest instrument Difference: ITRAXX MN SOS lOY 22-100 is now S20mm vs. $23mm on the prior day 
* Please note: Deutsche Bank AG is on o one day lag and sltowing the B** May 2012 
Difference by counterparty: 
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From: Youngwood, Sarah M <sarah.m.youngwood@jpmorgan.com> 

Sent: Fri, 11 May 2012 23:32:02 GMT 

Dimon, Jamie <jamie.dimon@jpmchase.coin>; Braunstein, Douglas 
<Douglas.Braunstein@jpmorganxom>; Drew, Ina <Ina.Drew@jpmorgan.com>; Staley, Jes 
<jes,staley@jpmorgan,com>; Cutler, Stephen M <stephen.m.cutler@jpmorgan,com>, Cavanagh, 
Mike <mike-cavanagh@jpmchase.com>; Evangeiisti, Joseph <joseph.evangelisti@jpmchase.com>, 
Lemkau, Kristin C <Kristin.Lemkau@jpmorgan.com>; Miller, Judith B. 
<Judith.B.Mil!er@jpmorgan.com> 

CC: Investor Relations <Investor_Relations@restricted.chase.com> 

Subject: 10-Q call - Buyside and sellside comments (6) 


Last series of calls this afternoon. We wilt summarize the key themes/questions over the week-end and wilt send the 
updated analyst targets/consensus information. 

Andrew Marquardt - Evercore Partners - Sellside 

• What was the timeline? 

• When did you change VaR model? 

• What would have happened if we had not changed the VaR model? 

• Would this change in strategy have happened had there not been a change in the new VaR model? 

• Has the VaR model materially changed over the years? What is the process for the VaR mode! to change? Who is 
involved and how does it work? 

• Have you already taken some action to help protect yourself from further loss (locked in loss)? It sounds like it's 
a little bit of action to lock in some potential losses and some market-to-market? Is that correct? 

• How much additional collateral would you need to post if there was a downgrade? What is the other potential 
Impact of downgrades? 

■ Jamie seems to be almost inviting/welcoming criticism/ additional scrutiny. Can we translate that in a high level 
of confidence that it is indeed an isolated issue? Is that a stretch? Am I reading into that too much? 

• Can you comment on SEC/Fed/rating agency reactions? 

• I was surprised at the reaction in the market today. Your goodwill is well earned. One incident should not raise 
the question of the risk management systemically because it is part of the business ~ it's a buying opportunity 

• ! have heard both sides today from investors 

Chris Kowasakl - Alliance Bernstein - Buyside 

• Can you tell me how large the trades are? 

• Will we get that detail? 

• Any formal investigations? 

John Starkling ~ Prospector Partners Buyside 

• Please explain the impact of a rating downgrade 

• What are the triggers and how much collateral would you have to post? 

Alex Hesse 

• It was obviously a big surprise 

• S&P and FITCH reactions and comments - What is it going to do with the buyback? They are assuming 75% 
buyback in the 8-12 months - You are very dose to edge. How much do you care about their rating? 

• If you were downgraded by S&P you would lose your short-term rating 
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• } know you can't teii me the exact positions but } think it's important to get a sense for potential sizing/ioss 
impact 

• How confident do you feel that the losses are vnthin the reasonable range of expectation going forward? 

• I just hope you can put out something over time that convinces people that this isolated 

• If this can happen to you it can happen to others 

• One could make the case that all the other banks could be down 

• My point is it is very hard to grasp, anything you can put out over time that shows that we aren't hiring any 
more people or we're getting rid of the bad apples 

• The reaction yesterday was bifurcated: you didn't do a call for the litigation expense. It is either: "You have high 
ethical standards and you apologize profusely for It, but this is isolated and contained" or 'There are real issues" 

• If we are in limbo until earnings call - the worse thing is - people will always assume the worse - people will put 
you in the penalty box 

• Executing on your buyback would be the strongest signal you can bring to the market at this time 


Sarah Youngwood j Managing Director { Head of Investor Relations f JPMorgan Chase Co. | 
270 Park Avenue, New York, NY 10017 | T: 212 622 6153 } F: 212 270 16491 
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From: Youngwood, Sarah M <sarah,m.youngwood@jpmorgan.com> 

Sent: Fri, U May 2012 20:12:07 GMT 

Dimon, Jamie <jamie,dimon@jpmchase.cont>; Braunstein, Douglas 
<Douglas.Braunstein@jpmorgan.com>; Drew, Ina <Ina.Drew@jpmorgan.com>; Staley, Jes 
To: <je5.staIey@jpmorgan.com>; Cutler, Stephen M<stephen.m.cutler@jpmorgan.com>; Evangelisti, 

Joseph <joseph.evangelisti@jpmchase.com>; Lemkau, Kristin C <Kristin.Lemkau@jpmorgan.com>; 
Miller, Judith B. <Judith,B.Miller@jpmorgaii.com> 

CC: Investor Relations <Investor_Relations@restricted.chase.com> 

Subject: 10-Q call - Buyside and sellside comments (5) 


Tone has changed. See below. 

John Coffey - Wellington Buyside 

• Why did you feel compelled to disclose this now? 

• How do we get comfortable with the dollar around? Jamie said $1B a more 

• How could the newspapers know about this before Jamie knew about this? 

• What can you tell us differently at the end of this quarter that you told us yesterday? It will take some time I'm 
assuming to get out of these positions. How will you be able to give us any more details at the end of the 
quarter? 

• The specialist believe they know what you have; why didn't you share more information with your shareholders 

■ How are the people in the office of the CIO compensated? There Is some concern this is a prop trade as opposed 

to actual hedging 

• Can buy back stock today? 

Beth Sch ulte ~ Capital World - Buyside 

• The general assumption by the Street is that you were net short CDS on these trades; if you say you were 
hedging credit tail risk, how can you be net short COS? That is inconsistent. Was being short CDS an overlay on 
another position as you tried to lower the other position? 

• The anger from shareholders is that how did this "Whale" guy get so large? Where was the supervision? 

• We asked when we met with CIO team in November and asked VaR related questions. Is the VaR in the IB now 
going to increase as well? 

• What changes are going to be made in risk management? What controls have been tightened specifically? (PM 
at Capital wrote to Beth that he was "Interested in taking advantage in buying the stock" but needs to know the 
answer tq these questions) 

• What has occurred in the credit market in the last 6 weeks that would make you change your hedge and result 
in such targe losses? 

• How do you come to us with a number when the whole world knows what trades you need to get out of? Can't 
this cause higher losses for you? 

• There are people that are happy that the person who has done so well now has a black eye; people want to 
make money off of your mistakes 

• Do you think at some point you will come out and describe the exact trade, the people who have been nred and 
speciticaily what happened? 

• Does Jamie read the Zero Hedge Blog? Jamie should know this; Zero Hedge has outlined everything. He should 
have read it 6 weeks ago and walked over to Bruno and asked what is going on? 

• When Jamie said he "should have been paying more attention" to the stories what does he mean? 

• I know corrective action will betaken, but also know that you don't pay Ina $15mm a year to just hedge deposit 
risk. There are a lot of fancy things going on in CIO 
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• Would like to have a call with Doug 

Alex Popa - Capital Research - Buyslde 

• Would like to try to have a call with Doug; have a very high opinion of iPM and would like it to stay like that 

• Was the mistake how the reduction of the hedge was done? 

• It sounds like you are saying, we have a big BS, we can hold onto these things but what I fail to understand is 
why not lock in the loss? Already marked it so why not take the loss and move on? 

• What personal changes are being prompted as a result? 

■ Appreciate Jamie being transparent but to another extent $28 is not a big deal, the bigger deal is the VaR, risk 
model etc. But why have this cal! now? Why not wait? 

• What was the difference between the two VaR models? Is this something the regulators will examine? 

• The share price is now close to TBV, how should I think about that in terms of buybacks? What did Jamie mean 
when he said "I believe so"? Can they revisit the situation and change their views? 

• Does the fact that you had to revise your Basel III ratio and this 20bps impact change your views on buybacks? 
Once you runoff this portfolio, does the 20bps come back? 

• Would the regulators change the way they approach their RWA and VaR model as a result of this? Did they 
approve the current models? 

Nikhill Uppal - BlackRock - Buyside 

• Why did the VaR number go up so much around the model change? 

• The new model was only something you put in frface this year? Are these the same models you use for client- 
facing stuff or unique models for CIO? 

• Do the CIO activities fall into your CRO office? Does your CRO ofhce monitor these activities? 

• Is the $2B a mark-to-market hit or a sold position hit? 

• Did Jamie say the $1B impact is from the sale or from market fluctuations? 

• In theory, shouldn't there be a gain somewhere else within the organization? 

• Was the reduction of the hedge what was poorly monitored? 

• Is CIO's revenue allocated across the businesses? Does any of the revenue or hedging activities affect the other 
LOBs? Do the hedging activities all stay within CIO? 

Lansdowne - Pete Davies and Marc Rubinstein • Buyside 

• Could you have disclosed this before? We were looking for updated information a week ago when we called you 

• What was the timeline around this? 

• Frustration is that this story was in the newspaper and all the hedge funds have been trading against you; seems 
slightly unfair that the shareholders are the last people to know about this 

• You have the best information and are supposedly more competent and it seems as if those that had less 
Information and are less competent knew more then you did and reached the right conclusions before you did; 
isJPMorgan an incompetent firm? 

• We need an explanation of what happened and how the whole situation came about; it's one thing to say we 
did a bad job but we don't understand how the monitoring could have been so bad 

• What is Jamie doing internally at the moment? Seems like we are being left with a clear admission of the 
mistake without anything really tangible 

• Worried about managerial transmission in-terms of actions 

• Do you get the impression internally what the loss number will be? 

• Is there a sense of panic going on? 

• Clearly a credibility setback yesterday. How are you planning to get the credibility back? 

• What is the attitude of senior management right now? 

• I would tike to speak with Jamie or Doug for 5-10 minutes; just want to hear them sounding calm; would be very 
reassuring; in next week or two, when dust settles 

• For what's it worth, we bought more stock this afternoon 

Greg Anderson - UBS - Buyside 
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• Was it a hedge you put on for tail-risk that you were trying to reduce? 

• When did this start? 

• Why did you switch to the new model? What was the problem with the new model? 

• What gives you comfort in terms of the SlB loss? 

• From a practical stand point, the sooner this can be resolved, the better. Assuming you can't get out of the 
position in an economic way anytime soon, correct? 

• Scared me when Jamie said poorly monitored. What does this mean and how can you change things to make 
sure this doesn't happen again? 

• Was he referring to the Whale article when he said this was related to the Bloomberg article? 

• Can you continue with buybacks? 

• Surprised on how the stock has acted; guess stock is going to be cheaper for Jamie to buy it back 
Craig Peskin > Highfleids - Buyside 

• Why the decision to host a call yesterday and disclose the loss? Could have offset the losses with your gains 

• Not convinced that you had to give corporate guidance with a call; do you still think it is the right decision? 

• Concern is that the damage to the intrinsic value of the business is small but the real risk is in regulatory change; 
you have seen Levin's statement and the Barney Frank e-mail; people in Washington are very worried about this 
and how Voicker may turn out now as a result 

• Thought Jamie came across well and forthright but the problem is when you whip yourself on a public 
conference call, there are a lot of great one-liners that will be on the front page; no points for being forthright 

• Buybacks - are you allowed to be in the market today? Do you need to get approval from the fed to confirm 
that you can? Is there a risk they can call you and say stop the stock buybacks? 

• What would the disclosure requirements be if you received the call to stop the buybacks? 

• What are you allowed to buy? 25% of the last average daily volume of the last 4 weeks? 

Philip Nicosia & Virge Trotter - Manning & Napier - Buyside 

• What was the reason for having the synthetic credit portfolio in place? Was this designed to decrease your 
credit exposure? 

• Where you trying to synthetically increase you credit exposure to increase your margin? 

• How do you decide how much to hedge? When do you decide to increase or decrease the hedge? Is one person 
making the decision? A committee making the decision? 

• What has changed going forward to prevent this from happening again? 

• Mow do we think about this going forward? 

• Do you expect the firm to spin off or sell of any your businesses if Voicker comes out as it's currently written? 

Vyas Bhagyashree - Credit Capital Research Technologies - Buyside 

• Was this loss associated with a book in London? Why is the location of the book a sensitive matter? 

• Is the CIO a global office and the book a global book? 

• Does the regulators rules in NV apply to positions held overseas? There's no reason for us to think they were 
unaware of the size of this position correct? 

• What did the CIO-related loss stem from? A hedge position or a prop trade? 

• How would you define Jamie's statement on this being related to the bloom berg article "yes, in part"? 

• Does the CIO report direcly to Jamie? So he is the ultimate sueprvisor? Was there someone in the middle of the 
chain? How big is the CIO office? 

• Why Is the newspapers saying that the trades were put on it London referencing US securities? 

John McDonald - Sanford Bernstein - Seltside 

• What is driving the toss and potential future losses? Have you sold the positions? 

• What do you mean by reducing the hedge? Why did you want to reduce it if was fine for years? 

• Did the reduction of the hedge drive the losses? 

• Why even say $1B (additional losses] if it could be more? 

• Should we be prepared for volatility (n the Corporate and other sector only? 
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• Over the past couple years, were the successful! inves^ents of CIO enhancing JPM's profitability, including in 
the LOBs? What is the potential impact of potential changes in CIO on JPM profitabilitiy and LOB profitability? 

• Are there restrictions for what a bank CIO can invest in? Are there limits for what your CIO can buy and can't 
buy? 

• Is synthetfc credit used as a hedge for the usual investments or the loan book? Usual investments don't really 
have a lot of credit risk 

• What is the connection with hedging credit across the company and loan losses? Don't loan loss reserves protect 
against credit exposure? 

• Did the faulty process of reducing the hedge cause the losses? 

• The possibility of having swings in volatility, is that due to repositioning? 

• What are the ramifications in terms of people? How high up does this go? 

• Does the CIO report into Jamie? 

• Can you still do buybacks? Did you hear from the Fed? Any change in what you can do? If that changes, you 
should be transparent about it 

• Why did the Basel ratio change? Was the impact of VaR through RWA? 

Andrew Marquardt - Evercore - Sellside 

« Is there a way to ringfence how big the synthetic portfolio really is? 

• How do people get comfertable externally that there aren't additional such exposures? 

• When your review Is completed, will you be able to share things with us? 

• Are there now going to be new invistigations informal, or otherwise, by the Fed and SEC? 

• How long has this strategy been going on? How meaningful has it been to net income? 

• Are there benefits from CIO in other business lines? 

• How much of the prior guidance was related to this activity? 

• It could be an incremental $18? What was meant? 

• Is this a closed position or mark-to-market? 

• is the goal to be repositioned by the end of the year? 

• Are you now going back to your old model? 

Bill Rubin - Blackrock Buyside (e-mail) 

• The word "unanalyzable" is being used quite a bit over last night and this morning. Not good for stock valuation. 
Hope there's data and commentary forthcoming to remove this stigma 

Bryn Jones - Rathbone Brothers - Fixed income buyside (e-mall) 

• Oh dear! Now a big trading mistake. Brand damage from both should not be underestimated. Even If they are 
not or are related 

■ Confidentially, we pulled gbplSm from JPM gbp liquidity fund today. Just be aware that this is really damaging 
for what was a well respected brand in London. These two events so close together have meant we are 
retrenching from JPM for now 

• We have left the FI execution credit line open for now but broker debit balances and limits with JPM/JPM 
Cazenove are being reviewed closely 


Sarah Youngwood j Managing Director | Head of Investor Relations | JPMorgan Chase Co. I 
270 Park Avenue, New York, NY 10017 I T; 2l2 622 6153 | F: 212 270 164S| 
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From: JuiienG Grout <julien-g-grout@jpmchase.coiii> 
Sent: Mon, 16 Apr 2012 19:07:20 GMT 


LUTS BURAYA <LBURAYA@jpH|BM^; BRUNO IKSJL <B1KSIL2 
BRUNO IKSIL <bruno.m.iksU@jpmorgan.com> 

Subject: CIO Core Credit P&L Predict [16 Apr]: -$3 1,405k (dly) -■SL094,24Ik (ytd) 


Daily P&L; -$31,404,839 
YTD P&L; -$1,094,241,016 


m Redacted by the Pmsuiest 
Sabcewaht ea ea lavectitaAeM 


Daily P&L($) YTD P&L{$) 


Europe Financials -5,628,778 -71,320,986 


Redacted By 

Permanent Subcommittee on Investigations 


Europe High Grade -19,839,1 15 -274,986,812 


Redacted By 

Permanent Subcommittee on Investigations 
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Redacted By 

Permanent Subcommittee on Investigations 


' Redacted by the PenDueot 
SubcoBiDittee on hivegtignnofu 


tom I 


US High Grade -44,314,724 -263,652,745 


Redacted By 

Permanent Subcommittee on Investigations 


US HY & LCDX -3,020,177 67,802,277 


Redacted By 

Permanent Subcommittee on Investigations 
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Redacted By 

Permanent Subcommittee on Investigations 


•MM ■ “ Redacted by (he Penninent 

Sobcommittec on Investigations 


US ABX / TABX ^64 -28,492 


Redacted By 

Permanent Subcommittee on Investigations 


New Investments 40,448,702 -508,400,670 


Redacted By 

Permanent Subcommittee on Investigations 


Dead Books (Core) 95 2,344 


Redacted By 

Permanent Subcommittee on Investigations 


CONFIDENTIAL TREATMENT REQUESTED BY 
J.P. MORGAN CHASE & CO. 


JPM-CIO-PSI 0017024 






1749 


Redacted By 

Permanent Subcommittee on Investigations 


“ Redacted by the PemancRt 
Subcommittee on Investigationa 


Washbook/Costs 0 0 


ICE Washbook 0 0 


Explanatory P&L (in SlOOOs): 

Name Total Dirctnl Tranche Carry IR NiT Adjust FX 


Redacted By 

Permanent Subcommittee on Investigations 


Close COD 


MAIN 142 
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XOVER 682 +2.0 
FINSEN248 +6.0 
FINSUB 401 +9.0 
SOVXO 

CDXIG 100.5+1.0 
CDXHY 95.8125 -0,125 
LCDX 102.375 

PnL Comment; 

1/ Index curves: no change today in CDX.IG9 and iTraxx.Main S9 5/10 curves. No PnL impact. 

1 bis/ CDX.PTY index curves flattened - Rescap related - +8bp, loss -13M 

21 Compression; much smaller moves today. iTraxx.Xover decompressing a tad (+2bp, +6M); CDX.HY 
compressing -1.5bp (-1 IM) 

3/ Directionality: CDX.IG is +lbp wider (-5M), FINSUB are widening +9bp (-6M). 


Market Comment: 

Positive signs start to appear since Jamie and Doug's comments on Friday : 

The market has stopped going against our positions in an aggressive way . We have not seen the positions 
trading against us since Apr 10 and we have seen since Friday encouraging signs . The fair value of CDXIG 9 
( 5 Yr ) maturity versus its components has started to widen . This suggests that small hedge funds are 
unwinding profits on their positions and the IG 9 Index has stopped steepening. The adverse market moves have 
probably started to reverse but we need further evidence on this as we do not see yet the effect on the marks that 
we are getting. There are signs of unwinds going our way but only in small size. There is finally selling interest 
on IG 9 5Yr, though not significant to reverse our loss but significant for the first time since the beginning of 
April and specially since our loss on Apr 10 . 


Unrelated to our overall strategy there is a small idiosyncratic small move in a position that is costing us a small 
loss related to Rescap . 

Late Friday, Ally Financial announced they would not extend the unsecured credit facility to RESCAP past 
May the Nth. The markets implied that RESCAP would likely default in May . It is mostly noise around the 
likely default of Rescap on the High Yield single names and CIO is impacted mostly on the equity tranche and 
recover the loss on the rest of the capita! structure ; the 1 0- 1 5 tranches lose as expected and the 1 5-25 and 25-3 5 
balance the loss. However, the CDX.HY index market, containing RESCAP, outperformed marginally the 
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CDX.IG space (1.5bps), and flattened (8bps) causing a small idiosyncratic loss of 24M. 


No trade today. 


16-Apr-I2 
13.Apr-!2 
I2-Apr-12 
U -Apr- 12 
IO-Apr-12 
04-Apr-12 
03-Apr-12 
02-Apr-!2 
02-Apr-12 
30-Mar-12 

iTraxx.Main S17 Junl7 
142 

142 
134 
140.5 

143 
131 
128 
123 
123,25 
123,25 
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From: Evangelist!, Joseph <joseph.evangelisti@jpmchase.com> 

Sent: Tue, 10 Apr 2012 14:47:14 GMT 

Braunstein, Douglas <Douglas,Braunstein@jpmorgan.com>; Hogan, John J. 
<John.J.Hogan@jpinorgan.com> 

Zubrow, Bany L <bany,l.zubrow@ipmchase.com>; Alvelo, Alexandra X 
<alexandra,alvelo@jpmorgan.com>; Dimon, Jamie <jamie,dinion@Jpmchase.com> 
Subject: WSJ cal! 


Doug and John- 

We are scheduled for a backgrounder with the Wall Street Journal this morning at 11:30 am regarding the CIO. I'll join 
you, and we'll arrange a dial-in number. Participants may indude: 

Dan Fitzpatrick: covers JPMC 

Greg Zuckerman; hedge fund reporter; wrote original story 
Katie Burne: Dow Jones reporter, co-wrote original story 
Francesco Guerrera: C Section Editor 
Colin Barr: Finance editor 

Thanks, Joe 
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From: Youngwood, Sarah M <sarah.m,youngwood@jpinorgan.com> 

Sent: Fri, !1 May 2012 03:01:13 GMT 

Dimon, Jamie <jamie.dimon@jpmchase.coin>; Braunstein, Douglas 
<Douglas.Braunstein@jpmorgan.com>; Drew, Ina <Ina Drew@jpmorgan.com>; Staley, Jes 
To: <jes.staley@Jpmorgan,com>; Cutler, Stephen M <stephen.m.cutler@jpmorgan.com>; Evangelisli, 

Joseph <joseph.evangelisti@jpmchase.coiii>; Lemkau, Kristin C <Kristin.Lemkau@jpmorgan.com>. 
Miller, Judith B. <Judilh.B-Miller@jpmorgan.com> 

CC; Investor Relations <Investor_Relations@restricted.chase.com> 

Subject: RE: 10-Q call - Buyside and sellside comments (3) 


AH, 

Here are a few comments/themes regarding toda/s calls. 

■ Overall tone was constructive. Analysts and investors appreciated Jamie's comments and the follow-up 
conversations. A lot of warm and positive comments {a few questioned the need for a call but overwhelming 
majority thought that was the right thing to do) 

• Our messages seem to be generally well understood 

• Financial impact not perceived as an issue by the Street 

• Major concern around the impact on Voicker 

• Questions around broader risk management issues, regulatory impact, VaR changes and impact on our share 
repurchases 

■ A few people trying to precisely reconstruct what happened and to understand how losses in context of 
"generally benign" credit environment; I didn't go beyond Jamie's comments 

Regards, 

Sarah 


Sarah Youngwood | Managing Director | Head of Investor Relations | JPMorgan Chase Co. | 
270 Park Avenue, New York, NY 10017 i T: 212 622 6lS3 | F: 212 270 1648| 
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From: Youngwood, Sar^ M <sarah.m-youngwood@jpmorgan.coni> 

Sent: Fri, 1! May 2012 15:03:07 GMT 

Dimon, Jamie <jamie.dimon@jpmchase.com>; Braunstein, Douglas 
<Douglas.Braunstein@jpmorgan.com>; Drew, Ina <Ina,Drew@jpmorgan.com>; Staley, Jes 
To: <jes-Staley@jpmorgan.com>; Cutler, Stephen M <stephen,m.cutler@jpmorgan.coni>, Evangelisti, 

Joseph <joseph,evangeHsti@jpnichase.com>; Lemkau, Kristin C <Krlstin.Lemkau@jpmorgan.com>, 
Miller, Judith B. <Judith.B,Miller@)pmorgan.coni> 

CC: Investor Relations <Investor_ReIations@restricted,chase.com> 

Subject: lO-Q cal! - Buyside and sellside comments (4) 


Continuing to connect with Investors this AM. Please see below. 

David Hendler- Credit Sights - Sellside 

• Was this an accounting change? Was this hedge ineffectiveness? 

• What is the specific of the trades? 

• My only criticism at earnings was that this type of activity was too large an exposure and if you had to alter it, it 
might change things 

• Did you put out another hedge on because the exposure was too high? 

• We didn't see a large market movement that would be correlated to your losses 

• When Jamie said this violates the principles of the Otmon rule, what is that rule? 

• Would you characterize any of this as an operational risk problem on how the supervision of risk by monitoring 
is being done? 

• When you went to the new VaR did you go to a 5 year horizon from a 2 year horizon? How long was the 2012 
model data tested? 

• Has the trading side changed their VaR methodology? 

• Looks like that VaR is the highest I have ever seen 

• Appreciate the candidness of the call 

• Is Ina Drew available for discussions? Interested in speaking with her; alternatively, call with Jamie or Doug 
would be great 

• Supportive of your story because Jamie has done a great job overall, including in risk management; premier 
franchise, solid capital; this was a huge fumble because you promote yourself as the best risk managers out 
there 

• There are people worried about other assets at JPMorgan but we are going to have your back and we know you 
are going to do the right thing 

Doug Braunstein call with Dick Manuel and several PMs Columbia Management Investment •> Buyside 

• "You've handled this well given it's a bad situation" 

■ Based on the call, I don't understand fundamentally the position and what happened 

• How is a net notional of this size not scrutinized? 

• Can you explain the investment grade versus high yield terms? 

• Regarding the escalation of the issue. If you were using the old VaR model, do you think this would have hit the 
dashboard earlier? 

• Between the dose of the quarter and the 1Q12 conference call, were you working with the wrong information? 

• How out of the woods do you feel? Any more color on how you'll get out of this? 

• Are there natural termination dates on these contracts? 

• What was the weighted average maturity on the original hedge in 2008 versus the opposite position? 
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• Any color on the macro environment that drives this portfolio up and down, and how can we watch this from 
the outside? 

• Any implications to CCAR/share repurchases? Have you had conversations with the rating agencies? 

• Have you asked regulators if they will change the rules? 

Ooug Braunstein call with Ben Hesse and several PMs - Fidelity - Buyside 

• Why did you have a $100B notional trade on synthetic credit? 

• Every hedge fund in the world now knows this. Wilt they make It hard for you to get out of the position? Can you 
mitigate this? 

• If credit spreads get wider, will you lose money? 

• How do we know you won't drop another SlOB on this? 

• ALM was excluded from Voicker; are you concerned that It will now be brought back into scope? 

• What is the impact to NIM if you could only invest in US treasuries? 

• What is the probability of this changing the outcome of Volcfcer? 

• in CCAR the calculation of stress included a qualitative score for the quality of risk management. Will your 
qualitative score be affected? 

• Any change in your ability to repurchase shares? 

Tony Conaris ~ Harris Associates - Buyside 
« What are the outcomes going to be? 

• is the $1B securities related to the S2B? 

• As far as timing, when will you be out of this? 

• Having trouble understanding the size of the hedges 

• Repurchases not impacted, correct? Have you spoken to the Fed? They reserve the right to stop you from buying 
back stock 

• We are disappointed; we aren't selling the stock because we think it's very cheap 

• Would like to see some signal of conviction that this isn't a giant can of worms; buybacks are great but personal 
investment in the stock by Senior Management is a good idea 

John Bald! - Ciearbridge - Buyside 

• Did you get confirmation from the regulator that you can do buybacks? 

• What is the magnitude of the potential losses? 

• What happened? 

Al Savastano - Norges - Buyside 

• The $1B of securities gains, was that related to the trading loss? 

• You had several options on how to communicate this; I respect Jamie doing call, but that raised the profile, 
which has broad implications for JPM and others, including related to Voicker/regulatton. Can you use 
unrealized gains to offset trading losses? 

• Is it safe to assume the traders that were involved have been let go? Does it go higher than that? 

• Who does the CIO report up to? 


Sarah Youngwood | Managing Director | Head of Investor Relations | JPMorgan Chase Co. j 
270 Park Avenue, New York, NY 10017 [ T: 212 622 6153 | F: 212 270 1648| 
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From: Lews, Phil<phil.!ewB@jpmorgan.com> 

Sent: Fri. 11 May 2012 18:22:07 Gf^TT 

Dimon, Jamie •:jamie.dimon@Jpmchase.com>; Braunstein. Douglas <Douglas.Braunstem@>jpmorgan.com>: 
Hogan, John J. <JohnJ.Hogsn@jpmQrgan.com>; Drew, tna <ina.Drew@jpmorgan.com> 

O'Rahiliy, Rob <Rob.ORahillv@}pmorgan.com>; Bacon, Ashley <Ashley.Bacon@Jpmorgan.com>; 
Venkatakrlshnan, C5 <cs.venk3tal(ri$hnan@ijpmorgan.com>; Vigneron. Olivier X 
CC: <ollvier.x.vigneron@)jpmorgan.com>; Maoris, Achilles O <achilles.o.niKrls@j(Hnorgan.com>; Martin-Artajo, 

Javier X <javierj(.martin-art3jo§>]pmorgan.com>; \Ahimot. John <JOHN.WIlMOT@jpmorg3n.com>; Lewis, Phi 
<phi!.lewB§>Jpmorgan.com> 

Subject: GO Credit Coltateral differences as of COB Thursday 10th 


CIO Credit Coliaterai differences as of COB Thursday 10^ May 

Total difference between CIO and the counterparties is now $66mm vs. $120mm prior day 
Largest Counterparty Difference; Morgan Stanley Capital Services Is at $4£mm- down from $5Bmm 
Largest instrument Difference: fTRAXX MN SOS lOY 22-100 is now $22mm vs. S20inm on the prior day 
'Please note: Deutsche Bank AG Is as per the 9* May 2012 
Difference by courtterparty: 
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JPM()R(;.\.\ ClIASE&Co. 


JPMorgan Chase & Co. 

Corporate Sector EMR - December 



Full Year 2011 Actual* 


Pg. 2 Corporate Sector Summary 

Pg. 12 Private Equity 

Pg. 19 Corporate Other 

Pg. 22 Treasury Group 

Pg. 27 Central Technology & Operations 

Pg. 29 Real Estate Administration 

Pg. 33 General Services and Operational Control 

Pg. 36 Human Resources and Compensation 6c Benefit Plan Related 

Pg. 40 Corporate Finance, Finance Aligned and Executive 

Pg. 44 Strategy, MEtC, Corporate Contributions and Corporate Responsibility 

Pg. 48 Tax Related 

Pg. 51 Legal and Compliance Department 
Pg. 56 Other Corporate Sector Groups r 
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Treasury Group 
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From: Dimon, Jamie <jamie.dimon@jpmchase.com> 

Sent: Tue, 15 May 2012 09:42:19 GMT 

To: Miller, Judith B. <Judith.B.Miner@jpmorgan.com> 

Subject: Fw; 10-Q cal! - Buyside and sellside comments (10) 


From: Youngwood, Sarah M 
Sent: Monday, May 14, 2012 10:03 PM 

To: Dimon, Jamie; Braunstein, Douglas; Staley, Jes; Cutler, Stephen M; Cavanagh, Mike; Zames, Matthew E; Evangelisti, 
Joseph; Lemkau, Kristin C; Miller, Judith B. 

Cc: Investor Relations 

Subject: lO-Q call - Buyside and sellside comments (10) 

Please see below the balance of today's calls, including several calls placed by Doug Braunstein as foilow-ups. 

Doug Braunstein call with Beth Schulte • Capital - Buy»de 

• Given that the market is assuming a loss in the $8B-$10B range and SlOOB notional amount, how do you get 
comfortable with the estimated loss you have given? 

• What happened to the original hedge? Has it been unwour^d? 

• Are the mark-to-market numbers you have provided net (i.e. including all portions of the synthetic credit 
portfolio)? 

■ Why did you decide to reduce the hedge? 

• Regarding VaR, do you use different models in CIO and IB? 

■ Concern is that the market now knows your position and they can push it up. Is the market over-penalizing you 
with the amount you have left? 

• Is this just the tip of the iceberg? We worry that you can come out with a message but as people get fired, ex- 
employees can come out with another message and then the newspapers and blogs come out with other 
message; how do you relay your message and how do you get people comfortable with it? 

■ Are numbers for CiO net of what is booked by lOBs? 

• On a go forward basis, could changes in CIO affect Nil in LOBs? 

• WSJ said that the CIO's role was to cover your cost of capital. Is that correct? 

• The gross mark-to-market number is going to be important to the investment community, even If you have 
offsetting securities gains 

• Weil handled. You guys have done a great job with your crisis management. Glad your team is running this 
situation 

Doug Braunstein call with Kevin Conn - MFS - Buyside 

• How should we think about your exposure? 

• What is size of max loss; what is potential timeframe? 

• Was this is any way proprietary as opposed to hedging? 

• What are the risks in the position? Basis risk? Time frame? Geographic? Asset Class? 

• What went wrong? Is the issue a liquidity issue or a basis differential issue? 

• How closely was Jamie involved with managing the positions? 

• Did you have to disclose the losses on May 10? 

• Does this threaten your capital return in any way? 

• What should we expect for disclosure of this portfolio going forward? 

• Are we going to be speaking about this in 2013? 
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Doug Braunstein cait with Pete Davies - Lansdowne - Buyside 

• What is your take on the situation? 

■ How is senior management feeiing/working as a team? 

• Has there been anything that surprised you In terms of market reaction? 

• Is there anything preventing you from buying back stock? 

• You moved rapidly on management changes? Any particular reason? Your management style? 

• Think Jamie should be calm when speaking at the conferen<»; important to convey that tone to shareholders 

• Think the market is imagining a very large Ic^; hard to actually do the analysis on this 

• Believe the market knows a tot about your positions and that incremental disclosure would be very helpful to 
shareholders 

• Think you will get through it; time is your friend 

Andre Messier - Fidelity {Fixed income) - Buyside 

• We got the impression that this was a moderation of your previous position; confused because would think you 
should be still net short 

• Can you confirm that the CDX9 5 and 9 year are part of this? 

• Historically you have been a good risk manger; assuming that, when you came out and disclosed the losses, you 
understood what the hedge fund reaction would be in the market. Can we assume that before the 
announcement, you took mitigating actions? 

• Disclosure by WSJ that there was a mandate to the group to make more than the cover the cost of capital. Is 
that correct? 

• Critical people announced today that are leaving the group; seems this exposes you to more downside risk not 
having the people around that knew this position. Wouldn't it have made sense to keep them to unwind the 
trades? 

• How big is the CIO group? What types of connections does this group have to Treasury/CRO? 

• Pg. 108 and 109 of 10-Q- In the finandals, if i look at your derivatives exposure, it looks like your credit 
derivatives are a different story than what Jamie was laying out. It looks like you’ve added to your credit 
derivatives in 1012. Please help me understand the drivers. 

• What other areas, besides CIO's synthetic credit portfolio and the IB, would be utilizing credit derivatives? 

• Say you take a big corporate loan that you'd have for a long period of time and you wanted to put on one single- 
name hedge, where would that hedge be reported? 

• VaR - 'The number changed pretty radically." Please explain why? 

• Was the 20bps reduction in the BIDTIC related to VaR? 

• Would like to meet with Sandie if possible in next few weeks; "a lot of people here would be appreciative" 

Patrick Hughes - Olayan Buyside 

• Trying to size the exposure; have you said any more about It? 

• Is the CIO in charge of hedging credit for the entire Corporate sector? 

• It seems like Ina has been pretty low profile considering the growth in the portfolio; have I missed her being 
talked about? Had she been introduced to shareholders? 

• Presume this is the top focus; I read that people from Jes Staley's group are involved 

• Have you spoken with the regulators? Any updates to capital deployment and CCAR? 

• I read that the board is behind Jamie 

Catherine Murray - Waddell & Reed ■> Buyside 

• If this continues to go against you, what will be the ultimate loss that JPM could realize? Can it be worse than 
$1B? 

• My read of those WSJ articles 6 weeks ago was that you originally had a hedge to limit fat-tail credit risk. What 
gave rise to these problems? 

• Instead of straight dosing out the hedge that wasn't working, it sounds like you hedged a hedge, and the basis 
risk/lack of correlation backfired on you. Is that correct? 


CONFIDENTIAL TREATMENT REQUESTED BY 
J.P. MORGAN CHASE & CO. 


JPM-CIO-PSt 0018242 



1765 


• Jamie said on the call that you will eventually disclose more on the 2Q12 call. What do you expect to say then? 
What gives you the confidence that you'll be able to be more transparent in July? Will you be out of the 
positions by then? 

• From the point of view of running the business, what can you tell us about the strength of your "bench" given 
the recent management changes? Are you changing CIO strategy further given what has happened? 

• Can you talk about what led to your doubling of VaR? How accurate is the new model? How quickly can VaR 
come down? 

■ Can you talk about the model approval process? What level of management is involved in these decisions? 

• Buybacks - The $12B was welt-publicized. Realisticaliy, what is available to you now? Is there a limit in the terms 
of the agreement with the regulators for a per-quarter-basis limit? If there are any changes, is that something 
you would announce? 

• Have you moderated any tech investment spending? If so, on what types of projects? 

• Should we expect to see the VaR of all other books come down, all else being equal, because the Firm wants to 
take on less risk? 

• Will Moody's review the bank again? 

Doug Braunstein call with John McDonald - Sanford Bernstein - Sellside 

• Can we have visibility on potential losses? Why couldn't it be $1SB 

• Is there any macro environment we can route for, given your positions? 

• is it fair to say that correlations broke down? 

• Was there any analysis behind the $1B figure used on the call? 

• What is the duration of the contracts? Do they all run-off by year-end? 

• Is there a possibility to reclassify any of the positions as held to maturity? 

• Can you walk through what happened in terms of the VaR models? Do you expect VaR to remain at elevated 
levels in the shortterm? 

• Is there any additional that you plan on giving? 

• Unrelated to CIO, you didn't update guidance on expense in your lOQ. When can we expect an update? 

Doug Braunstein call with Betsy Graseck - MS - Sellside 

• What is your level of confidence in the toss numbers you have given? 

• Why did you want to put the uncertainty in the market by disclosing this rather than just closing out the 
position? 

• What is your tipping point for losing credibility? 

• Are you trying to work the portfolio down? 

■ Can anyone really get grasp and know what is going on wnth your position? 

• WSJ said $150mm in loss position; market thought it would be worse so that's why not down as much 

• Feels like 2008 all over again and need to start worrying about tranches of fixed income instruments 

• Can regulators force you to take action on the position? 

■ For every hedge fund that wants to stop you, others might want alpha and have a bid ask 

■ Equity investors are un-nerved because they can’t asses the basis risk 

Betsy Graseck - MS Sellside 

• Page 104 suggest that none of the $1266 of credit derivatives are designated as hedging; does it imply that 
credit derivatives are not for hedging purposes? 

• Is Synthetic credit portfolio in part used to hedge Euro risk ($3B after-tax risk described by Senior 
Management)? 

• Can you help separate out CIO from Corporate/PE disclosure; i am able to separate out PE and litigation 
expenses, but can't go further 

• Can you delineate between Treasury and CIO in terms of interest rate hedging? 

Brennan Hawken •> UBS - Sellside 
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■ tn talking to folks on Friday, here was my thesis. I was advocating that this is a one-time event, which should last 
at most 3 quarters and which results in a terrific opportunity to buy JPM. I don't believe the event hurts the 
earnings power of the firm 

• Investors were broadly split. Many (i.e., "40-50%) agree with above thesis, but they are the ones who aren't in a 
position to buy at this point in time because they already have a full position in JPM 

• The other investors were divided in their view. The most regular counter to my argument was from investors 
who don't know the full effect of the trading loss {magnitude/timeline) and therefore don't know fully how risky 
the stock is. Some of these investors also question how aggressive the CIO was in reaching for yield. Most 
skeptical investors refer to CIO returns being embedded in LOB profitability, in a way that cannot be entirely 
traced through Corporate. 

• How has CIO profitability affected the franchise and LOB profitability? 

■ Jamie comments - "In 2008/2009, when there were several loans held in either the C8 or IB, and Jamie said 
we're going to move them to the "corporate center" because we believe at these prices they are attractive as 
investments... I know there have been moments in the past that the CIO has been opportunistic" 

• Around the time of the speculation around the "London Whale" press stories - there were a few folks that heard 
of some unusual hires in the CIO office 

• Investors are frustrated because overnight JPM has gone from a safe investment to a "leap of faith" stock. 

Paul Miller - FBR - Seilslde 

• When did you go to the new model? 

• When you put out your 2011 lOK, did you use the 2011 model for VaR? In April did you disclose that you 
changed models? 

■ As an analyst, you displayed a VaR under a model and didn't disclose the new model and would have loved to 
know what the difference was in the VaR using the two different models 

• Big difference in VaR between the two models 

• is the increase in VaR all from the CIO office? Is it all related to the articles of the London Whale? 

Jared {Gerard Cassidy's Junior) - RBC Capital - Seilslde 

• Is the synthetic credit portfolio marked-to-market every day? 

■ The position was supposed to be a hedge, correct? Has that strategy changed at all? 

■ Is it fair to say that you added more complexity to hedge your original hedge? 

• VaR model change - Were there mathematical errors in the model? 

• Excluding Private Equity, is all revenue in Corporate from CIO? Is there any way of deriving CIO-only revenue? 

• We look forward to getting more color going forward 


Sarah Youngwood | Managing Director | Head of Investor Relations | JPMorgan Chase Co. | 
270 Park Avenue, New York, NY 10017 | T: 212 622 6153 I F: 212 270 16461 
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From: Lews, Phil<phil.lewis@jpmorgan.com> 

Sent: Tue, 15 May 2012 18:50:56 GMT 

Dlmon, iamie <|amle.dlmon@)Jpmchase.com>; Braunsteln. Douglas <Dougtas.eraunstein@jpmorgan.com>; 
To: Hogan, John J. <JohnJ.Nogan@i]pmorganxom>; Drew, Ina <lna.Orew@jpmorgan.wm>; Zames, Matthew E 

<matthew,e.tames@jpmorgan.com> 

0‘Rahiny, Rob <Rab.ORahil{y@>jpmorgan.com>; Bacon. Ashiev<AshSey.&acon@jpmorgan.com>; 
Venkatakrlshnan, CS <cs.venkatakrlshnan@jpmargan.com>;Vigneron, Olivier X 

<orivier.x.vlgnerong)Jpmorgan.cDm>; Macris, AchHtes O <achWesji.fnacris@jpmorgan.com>; Wilmot, John 
<JOHN.WtLMOT@jpmorgan.com>; Lewis, PhU <phiL)ewis@ipmorgan.com> 

Subject: FW: CIO Credit Collateral differences as of COB Monday 14th May 


□O Credit Collateral differences as of COB Monday 14th May 

Total difference between CiO and the counterparties is now$156mmvs. $69nim prior day 
Largest Counterparty Difference: Morgan Stanley Capital Services Is at S46fnm- up from S27mm 
Largest Instrument Difference; FTRAXX MN S09 IDV 22-100 is now $42mfn vs. $10nim on the prior day 
Dlffererrce by counterparty: 
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From; Goldman, Irvin J 

Sent: Mon, 30 Jan 2012 13:06:49 GMT 

To: Bacon, Ashley, <Ashley.Bacon@jpmorgan.comP> 

Subject: Re; CIO VaR heads up and update 


Sounds fine. Pete as head of market risk and kerth stephan in london are responsible, . Our priority is getting the 
model implemented today so we get the reduction the firm is antjapating. Thanks. 


From; Bacon, Ashley 

To: Goldman, Irvin J 

Sent: Mon Jan 30 05:07:34 2012 

Subject; RE: GO VaR heads up and update 

irv, i talked with Mick Waring and with Model Review this morning. An ftjll list of differences will be created which 
you and i can review, and figure out who else to pull in to help opine on which is better, and when differences are 
Justified. Sound ok? 

Ashley 


From: Goldman, Irvin J 
Sent: 28 January 2012 20:56 
To: Bacon, Ashl^; Hogan, John J. 

Subject: RE: GO VaR he^s up and update 

John, ashley, 

Please find the below summary bulletin in mrg ^proval report. Ashley 1 will send you full repion. 


Consistency with fxrm-wide VaR calculation. The proposed approach is different from that used in IB. 
While the approach proposed by CIO is superior in that it is a full revaluation approach, it differs from that 
used in IB in that it does not use risk mapping to on-the-run tranches. 


— Original Message-—- 
From: Bacon, Ashley 

Sent: Saturd^, January 28, 2012 11:28 AM Eastern Standard Time 
To: Hogan, John J. ; Goldman, Irvin J 
Subject: Re; CIO VaR heads up and update 

Will do. 


From: Hogan, John J. 

Sent: Saturday, January 28, 2012 04:19 PM 
To; Bacon, Ashley; Goldman, Irvin J 
Subject: Re: GO VaR heads up arrd update 

Thx and can you guys compare notes on any rnethodology diff^ence btwn 16 and CIO and let me know what you 
find? Thx, John 
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From: Bacon, Ashiey 

To: Hogan, John J.; Goldman, Irvin J 

Sent: Sat Jan 28 11:15:12 2012 

Subject: Re: CIO VaR heads up and update 

If this change is what I think it is (fuH reval credit p&l calculation for the shocks derived from the VaR days, instead of 
sensitivities times shocks); then the IB is already on the new tnethodology so no change for us. 

i will confirm, and let you know if not. 


From: Hogan, John J. 

Sent: Saturday, January 28, 2012 03:^43 PM 
To: Goldman, Irvin J; Bacon, Ashley 
Subject: Re: CIO VaR heads up aiid update 

Is this change in methodology applicable to IB's VaR as well. What was the primary change that we made? Thx, John 


From: Goldman, Irvin J 
To: Hogan, John J.; Drew, Ina 
Sent: Fri Jan 27 13:35:40 2012 
Subject: GO VaR heads up and update 


From: Stephan, Keith 

Sent: Friday, January 27, 2012 1:30 PM 

To: Goldman, Irvin J; Welland, F>eter 

Ce: Kalimtgis, Evan; Martin-Artajo, Javier X; Macrls, Achilles O; Lee, Janet X; Chandna, Sameer X 
Subject: Up^te on ’old/current methodology VaR* IfKrease for 27 Jan 
Importance; High 

Below please find an update on the increase io VaR for Core Credit from lQ3.8mm to lQ7.6mm . Final VaR vectors 
globally have not been processed yet for COS 26 Jan, however CIO is over its temporary limit, and could cause the 
Firm to do the same. As such f wanted to commuriicate this to you to ensure we are all on the same page about 
what is happening. 

The *ald methodology* currently in production; VaR has increased by ■^$3mm, to 5107.6mm driven by increase in 
CDXtG S9 lOY index long risk l-t-l.Sbio notional). This is consistent w/ the VaR increases of the last several days, 
under the old methodology, wherein the VaR increases approx 1mm per billion of notional in IG9 lOy. I estimate this 
wilt put CIO Global over its temporary SllOmm limit and probablydosertoSllSmm— note; not all vectors globally 
are loaded yet for the 26 Jan cob - so I'm estimating here. This means that the formal notification of limit excess will 
be generated and distributed to you for approval. 

importantly, for the same COB 26 January, the *new / full revaluation methodology* shows VaR decreased 
(S1.3MM) from 70.8mm to 69.5mm. f estimate that this would make CIO global VAR closer to S76MM vs, the 
currently reported number >$115. 

We anticipate firiai approval on Monday, and that the-*'new methodology should become the official firm 
submission from Monday, for 27 Jan COB.* Umit issues should therefore cease beginning frprh Monday. 

We have completed ail technology changes to support the daily production of the VaR under new methodology 
beginning from Monday. 

Thanks and please let me know if you have any questions. 
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Keith 


Keith Stephan 
Chief Investment Office 

JPHorgan Chase 

too Wood Street, London, EC2V 7AN 
Tel 8: +44(0)^ 

Mob 8: +44(08 

Email a: kelth.steDhanftfliptHArQen.com 


' » RcdMttd by the PcmaMnl 
Sabcomminee on lnveati|atlen 
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CJO SYNTHETIC CREDIT UPDATE 


March 2012 


J.EMorgan 
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Core Credit Book: Storyboard : 

1- Starting point : 

i ’ keep shrinking the book on the largest legs : tranches, HY , lg9, Main S9 

2- Mission ; balance the book. : 

* switch the bias to long risk, flatten downside on defaults, reduce Var and Stress Var 

3- Execution : it went all bad.... 

* sold protection on 1G9 Syr, bought protection on HY on the run, built decompression 
trades 

* S9 forward spreads lagged the IG rally 

4- What Happened? 

* The decompression hit us more than tt>e gains that we recorded on the decompression 

: trades 

5- Plan 

* plan A : put the whole book ( tranches & Indices) to lightly managed status 

* Plan B : keep the tranche book as an option on default lightly managed until expiry 

and collapse the index book. 


IPMorgan 
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Core Credit Book: Storyboard : starting point 

f i- starting point : 

\ * The tranche notional was raduced by 15%. 

{ * The book started the year with a long risk in IG9 &>niyards (bul upside on defaults In IG) and a short risk in HY ( 

I but with downside on sorm defaults IHra Kodak or Rescap) . 

i 'The aim was to create some options on the book to reduce aggresstvely on opportunity, 

* In order to shrink the book further, we amed at reduce the upside on IG defaults end reduce the downside in 
HY defaults : seWng protection in iG9 Syr errd saWng risk in HY on the run would have allowed to achieve that 
goal end reduce the sen^vlty of toe book to curve flattaners. 

' 2- Mission ; balance the book. : 

' switch the bias to long risk, fiatlen downside on defaults, reduce Var and Stress Var 

1 

I 3- Execution ; It went alt bed.... 

I * sold protection on IG9 Syr, bought prt^eclion on HY on the run. built decom^xessior trades 

4- What Happened? 

* The decompression hit us more than the gains that we recorded on the decompression trades 

5- Plan 

* plan A : put the whole book ( trartches & Irrdices} to fightty managed status 

j * Plan B ; keep the tranche book as an option on dafault lightty managed untH expiry 

er>d collapse the irtdex book. 


J.RMorgan 
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Core Credit Book: Storyboard : starting point 

j 1- Starting point : 

j ’ Ttte tranche nottonsl was reduced by 15%. 

! ’ The book started the year with a long risk in I6S forwards (but upside on defaults in IG) and a short risk in HY ( 

I but with downside on sorr>e defoults tike Kodak or Rascap) . 

I 'The atm was to create some options on the book to reduce aggressrvety on opportunity. 

* In order to stwlnk the book further, aa airrted at reduce the upside on IG defaults and reduce the downside in 

I HY defaults ; selling protection in IGdt^artdsettng risk in HY on the run would heve allowed to achieve that 

; goal and reduce the sensitivity of the book to curve Raltenefs. 

1 2- Mission ; balance the bcok. ; 

[ * the Short risk in the book was covered startirtg dw 15" of December; the bias became bullish the 15" rf Jan 

' ’ the downside on defaults like Kodak and Rescap was covered in February 

* A large dacmnpression trade vras put on in order to cover downside on forward default risk in IG artd Main in 
order to reduce the Var end the Stress Vw 

! 3- Execution : it werrt afl bad.... 

I * sold protection on IG6 Syr, bought protection on HY on the run, built decompression trades 

j 4- What Happef>ed? 

a I * The decom^ssion hit us more than the gains that we recorded on the decompression trades 

5 I 5- Plan 

f I 'ptanA: put the whole book ( tranches & lrtdices)to fixity managed status 

° I ’ Plan B ; keep the tranche book es an option on default lightly managed until expiry 

' end collapse the index book. 


J-RMorgan 
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Core credit book : execution problem... 


Relative sensibilities to defaults and 10% credit spread widening 



■shortlerfn' 10%CS01" 
king tofm" 
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Core Credit Book; Storyboard : starting point 

1- Sterttt>g point: 

* Keep shrinking the book on the largest legs : trenches, HY , ig9, Main S9 

2- Mission : baiancs the book. : 

* the short risk in the book was covered slertirtglha IS* of December ; the bias became bullish the 15*' if Jan 

* the dowr>side on defaults like Kodak and Rescap was covered in February 

’ A targe decompression trade was put on in order to cover downside on forward default risk h IG and Mair> in 
order to reduce the Var atKl the Stress Var 

3- Execution ; it went al! bad.... 

' setting protection on !G9 and Main S9 Syr started to steepen a lot ; the book became long risk 

* selling risk in HY produced a gain due to the decompression ( right call) but It weighed on the HY names held in 
!G9 Index ( MBIA, RADIAN, (STAR. SPRINT) 

* the under*perfomance of the forwards versus the IG on the run brought a long risk exposure that Nad to ba 
hedged In order to contain the Var-Stress Var- RWA irKreases : most of the rally was thus missed. . . .the P&L 
impact is estimated at 4O0MS 

4- What Happer^ed? 

* The decompression hit us more than the gains that we recorded on the decompression trades 

5- Plan 

* plan A ; put the whole book ( trartches & Indices) to fighity managed status 

* Plan B ; keep the Irerrche book as an option on default lightly managed urtlii expiry 
and collapse the index book. 


J.EMorgan 


CONFIDENTIAL TREATMENT REQUESTED BY 

J.P. MORGAN CHASE & CO. JPM-CIO-PSt 0021956 



1777 


Core credit book : execution problem,.. 


MTM profile of a compression trade as a function of percentage 

spread move 
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Core Credit Book: Storyboard : starting point 

I 1- Starting point ; 

! ' keep shrinking the book on the largest legs ; Irendtes. HY , Ig9. Main S9 

I 2 ~ Mission ; balance the book. ; 

* switch the bias to long risk, flatten downside on defaults, reduce Var and Stress Var 
j 3- Execution : it went al! bad.... 

i * selling protection on IG9 and Main S9 Syr started to steepen a lot : the book became long risk 

I * selling risk in HY produced a gein due to Ihe decompression ( right cal!) but it weighed on the HY names held ir 

IGO index ( MBIA, RADIAN, ISTAR. SPRINT) 

* the urtder-perfomance of the forwards versus toe IG on the run brought a long risk exposure that had to be 

i hedged In order to contain Ihe Var-Stress Var- RWA bKreasas : most of the rally was thus missed.. ..toe P&L 

, Impact is estimated al 400MS 


4- What Happened? 


s IG on toe run were balanced in risk with toe 


* The duratton extension plus toe forward undarporformance ' 
protection we bought in HY 

* the HY names in IG9 were also in toe HY indices wo traded, and the gains on decompression did not balance 
toe loss In the forward 1G9 

* we reported a loss of 130M in January, arwther loss of 90M In February despite increasing the posrbon In the 
forwards. In march, toe toss accelerated very fast and painfully. Wa opted to go long risk and stop trading next. 


* plan A ; put toe whole book ( tranches & IrKtices) to Sghtly managed status 
' Plan B ; keep the tranche book as an option on default lightly managed unM expiry 
and collapse (he index book. 


J.RMorgan 
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Core Credit Book: Storyboard : starting point 

j 1- Starting point :* keep shrniking the book on the largest togs: trances, HY , IgS, Main S9 
^ 2- Mission ; baiancs the book. swflch the bias to tong risk, ftotten downside on defaults, reduce Var ar>d Stress Var 

; 3-ExecuBon ; rt went all bad....* selling protectton on IG9 and Mato S9 Syr started to steepen thecurveatot 

I 4- What Happened? 'The decompression hit us mote then the gains that we recorded on the decompresston trades 

1 5- Plan 

i 'plan A: put the whole book (tranches 8 tndioes) to Nghtfy managed status 

{ * Plan 6 : keep the tran^ book as an option on default lightly managed until expiry 

I and collapse the index book. 
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Core Credit Book: summary 

i 1- the beta adjusted moves 

- case of a 1x1 hy vs I6 position : ttu^ons wtth spreads and bp measure sensitivittes 
; • the book remains neutral x% CS01 : impfications 

I 1- if 169 lags, the book becomes tong rl^. because we are long risk in 169 

; 2- if HY decompresses, the book becomes short risk, because we are short risk in HY 

j 2- the Method 

I - Look at beta adjusted rrwws otr l^ory : the whc^ story is about compression and decompression 

• breakdown the risk from beta factors 

1- the book has a direction^ bias, but this is aH about expectad loss diange5( mixirtg carry and 
STTM) 

2- the beta neutral book breaks into 3 parts; 

a- deco m pre s sion trade le HY vs 16 orr the run 
b- S9 vs 16 on the run ar>d hy off the run vs HY on tha run 
I c- equity tranche slope 

3- the findings : target YTD at '750M 


• the book is huge ; 958tn 169 and 38Bln S9 fwds . decompression {8M bp in HY or 25Blr>, 2.3M In Xover or 7Bln} 

• Decompression worked very well artd only starting : total gain yid of BOOM ( 60Bp Xover, 60bps in HY) 

we ceptirad 12%decon^re6Sionout of amove of 18% 

• Series9 lag is overwhelmirrg . total loss YTD is t .Sbln (22t^ in 169 fwds arvt main S9) 

- directionetity -80M and carry -40M(wtthnoroildoMr). total 100m 

-defaults { Kodak and Rescap) cost are estimated at 100M total 
- 0-3 equity slopes cost a total 170M :0M in Kraxx ( 2pts} and 170M in CDX I6 ( 5pts) 

-New trades ; gain 70M 

2 J.PMorgan 
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Core Credit Book: Trading activity : positions and new trades 

Rationale for the positions inaease : 

1- cover the HY downside on some defaults, prepare for IG ^htening. stay marttet neutral to minimize RWA 

2- started by selling tG9 Syr and S9 Syr : the curve steepened and the forwands moved up 
^ sold S9 and IGd 5x10 to limit the P&L hit 

4- defervded the P&L at Month end while the decompression kept going end in^eased the underperformance of 59 series 


ii’i" iTi II 1 

■■■■■■ 

Aliii3de$ 

■ES2I&IIS2J1 




Main OTR Xover 

3-700 

•2,479,033,754 

-3,756.756.757 

-3,283.783.764 

•4.884.371.622 

-6,235.790,541 

Main OTR !G 

4.500 

1 □.599,246.607 

18,062,222,222 

14,040.000.000 

20,863.402,222 

26.661.468.669 

SS Fwd 

4.30G 

15.534,528.571 

20.497.375.000 

27,746.375,000 

33,398,625,000 

38,511,825.000 

Syr IG OTRe<i 

4.500 

14.644.105.079 

19,566,380,556 

26,513.202.778 

31,914.241,667 

36,799.997.222 

Net Syr OTR 

4.500 

22.472,525,079 

-4.116.619.444 

6.190.069.444 

14,082.350,556 

20,725,417.222 


iiiiBiimiiBi 

All trades 

■KSIESEZB 

EHKFEai 



HY OTR 

4.100 

•1Z027.013.17i 

-7,246905.439 

-7,695.056.537 


■iEiaiirirami 

IG OTR 

s.ooo 

52.269.399.240 

31.495.051,036 

33.442.715,708 

63,723,815.206 

63,764.450,278 

Hyotr 

4.100 

•2,550.011.220 

•6.955.429.927 

•11.325.639.805 

-11.224.162,876 

•11,105.441,146 

HY10-11 

2.43S 

4,293,653.368 

14^05,446.694 

19.070.202.546 

18,899,001,314 

18.699,100,082 

169 hwj 

4.500 

39.686,666,888 

54,651,951.114 

75.029,095.559 

94.017.464,446 

94.540,640.003 

K3 0TR 

5.000 

•35,699.620.000 

-49.166.756.003 

-67.526.166.003 

-64,615,736.003 

-65.066.576.003 

Net IG OTR 

S.OOO 

12.061.510 760 

.20.135,375,035 

-5Z27.008.705 

•8.034.609.205 

-6^073,864.275 
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Core Credit Book: BP sensitivities and DlrectlonaJity of the book 

I 

As spreads tightened the IG9 and S9 lOyr saw (heir duration inoBase while aH other legs had a shrinking duration 
1 - this created an increase on the expected loss o( the tong risk that was empttried with the forward exposure 
! 2- the decompression created a lor>g risk that was covered with a risk in HY as the market rallied ( Var minimization) 

I this long risk exposure should have been mainta)r>ed : tMs would have triggered an inoease in RWA and Var 

4- the decompression trade in HY and Xaver was never large enough due to the legacy because we had to increase the 
i position to defend the P&L hit without being able to stay long risk ( due to RWA & Var corratraints) 


5> the decompression in S9 ( around 25%) have induced a natural Increase of long risk circa 10Bln long risk in main and 
ZSBIn long risk in IG 








Main OTR Xover 


•917,243 

-1.390.000 

-1.215,000 

-1.807,218 

-2,307,243 

Main OTR IG 


4.7B9.eei 

7.228.000 

6.318,000 

9,397,531 

11,997,661 

S9 Pwd 

' 

6.679.647 

8.813,871 

11.930,941 

14,361,409 

16.559,999 

Syr IG OTR eq 


6.679.647 

8.813.871 

11,930.941 

14,381,409 

16,559,999 

Net OTR 

0 

tO.t12.636 

•1A52.479 

2.785,531 

6,337,058 

9,326,438 


AR trades 




BESnSESaHi; 



-4 .931. 075 

•2.971 231 

-3.154.973 

-6.011,681 

-7.902,307 

IG OTR 


26,134,700 

15.747.526 

16,721.356 

31,881,908 

41,882.225 

Hyotr 


•1.04S,S05 

-3,507.728 

•4.843.594 

-4,601.907 

-4.553.231 

HYlO-tl 

0 

1.04S.S05 

3507.726 

4,643,594 

4,601,907 

4,553,231 

IG9fMt 

0 

17.949.610 

24,593.378 

33,783,093 

42.307,866 

42,543.288 

IG OTR 


-17.949.010 

-24.503.378 

-33.763,093 

-42.307.868 

-42.543.288 

Net K3 OTR 


6.030.765 

•10,067.888 

•2,613.505 

-4.467,«I5 

-4.036,932 
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Core Credit Book: P&L explain 


F08<tlV«S 

^SMM USD 

NegativM 

-irroM USD 

OACompres^on 

4^S60M USD 

Steepening S9 and tG8 

lOOOM USD 

HY off the run 

« 200M USD 

Defaults 

- ISOM USD 

Ctiy 

+ 150M USD 

Duration effect 

' dSOM USD 

New trades 

* 7DM USD 

Equity tranche steepening 

- -nOM USD 


Boc* 

Fet> 

rOTM.S 11B.SiS.208 

March 

•12.239.142 

Current Bctok 
■180.141,486 

TOTALS 

-73,864,420 

Itraxx Block 

Xover/maln rafio 

58,790,505 

44.189.466 

•57,952,906 

b 

160,841,968 

S9fwd ratio 

•S2.80S.73e 

-122,foe,B70 

•242.054.127 

•416,968,733 

Trwtche PiL 

50.000.000 

0 

-50,000.000 

0 

New trades P4t 

50,000.000 

0 

0 

50,800,009 

direc^al 

12.522.340 

65.680.263 

54.059.733 

132,262.345 

IG block 

TOTALS 

-141.S12.02S 

-23.594,549 

-5Z6.S56.989 

rOTM.S 

•691,663.146 

HY/)G rabo 

80,015.888 

120,496,700 

199!d04.093 

408,516,681 

HY off ther un vs on the run 

181.036.597 

56,597.693 

•34,187.796 

203,446,699 

IGSFnd 

-340,643.052 

•60.926.692 

-544.970.101 

-95S.540.74S 

Tranche Pit. 

-35.000.000 

-70.000,000 

-65,000.000 

•170,000.000 

New Trade Pit 

0 

20,000.000 

0 

20,000,000 


-35.920.561 

•30.762.450 

•31.402.766 

•96.065.770 

Defaults 


-SOjDOO.000 

-50.000.000 

-180,000.000 
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Core Credit Book: Series 9 steepening explanation : the forwards have lagged 
the 40bps market rally by 22 bps.... 


CDXIG9 

Sp^ compressto spread 03/01/2012 spread 27/03/2012 Ourebonchge 

Spreaded 

Duration adKiSied 

Betaad^Ourl 

Duf2 


Syr 

48% 

132 

68 

•23.00% 

64 

90.90 

92.3 

0.97 

0.74 

7yr 

37% 

140 

88 

-14,00% 

52 

57,80 

51.5 

2.82 

2,68 

lOyr 

26% 

149 

111 

2.000% 

36 

37,51 

29,3 

526 

528 

OnttwrunSyr 

32% 

121 

62 

-9.00% 

39 

40.98 

41.0 

4.65 

4.56 

59forw^ 

22% 

152 

116 

26.00% 

34 

26.06 

19,6 

4.29 

4.55 

fG15 

35% 

111 

72 

-12,00% 

39 

41.94 

46.5 

3.8 

3.68 



compress spread 03/01/2012 spread 27/03/^12 Ou^ioncAge 


BetaadiuSE>ur1 

Dur2 


ISyr 1 

48% 

170 

69 

■21,00% 

81 

101.37 

79,5 

1.44 

1.23 

7yr 

34% 

169 

124 

-9.00% 

65 

0.42 

45.0 

3.23 

3.14 


26% 

195 


20.000% 

SO 

43.97 

26.3 

5.54 

5.74 

On the run 5yr 

34% 

173 

115 

0.04 

58 

56.69 

40.0 

4.36 

4.42 

S9 forward 

22% 

206 

160 

36.00% 

46 

30.54 

16,9 

4.08 

4.44 


Componenf 

Iffaxx Main Se 

CDXIQfl 

lOyr underperformartce 

8Bp 

1 Bp 

Steepening 

4Bp 

4Bp 

Duf^on effect 

4Bp 

10 Bp 

Beta adtusiment 

8Bp 

7Bp 

Total 

24 Bp 

22 Bp 
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Core Credit Book: Analysis of the IG9 performance 

I !G9 canbe proxted asanomial JG index of 117 names and SHY Names {MBIA, RADIAN, ISTAR, SPRINT. RR Donnelley) ; 

-The 5 names behaved like the whole HY maiket : they underperform the )G market and steepened a lot 
- Theif ntove relative to the rest of tG InrSoes allows to explain most of the lag In IG9 curve but not aH 
' - Yet 5yr iG9 outperformed bySBps, 7yr outperfwmad by d bps while lOyr underperformed by 2 Bps ; the net 

P&L impact is estimated -IMM USD 
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Core Credit Book: Analysis of the ITRAXX Main S9 performance 

I Mafn S9 can be pro)ded as anormailG incJex of 12D names and 5 HY Names (OTE, ESPIRI.OIXONS.EDP,PORTEL); 

! -Tbe 5 names behaved like the whole Xo marttef : they undefperfonn the (G market and steepened a lot 

, - Their move relative to the rest cA Main indtcea aSows (o explain most of the lag in Main S9 curve but not all 

' - Yet Syr iG9 outperformed by SBps. 7yroutperfoin«ed 194 bps while 10yr underperformed by 2 Bps : the rtet 

! P&L Impact Is eatimstod -lOOM USD 


El 




ifxtex based theo 
M.OO M.e 1. 

11.31 16.80%- 2A 

8.61 6.60% 0.5 


Main 56 

OTE 

ESPIRl 

EOP 

DIXONS 

PORTEl 

% index Ids 


rFT" 

30.00% 

17.50% 

8.00% 

12.00% 

9.00% 

25% 


-21.00% 

1t20% 13.8% 

7.00% 10.5% 

6.50%IO(iginanlno 1.5% 

5.50% 55.00% 6.5% 

5i)6% almul 3.9% 

30% 52.72% 26.70 


1,23 


4.48%- 


7>T 

1 ^ T. .1.'! ■' 'M 

BjjjgS?3HE3rE3i 

index based theo 


Mtin^ 

36% 

168 

123 

-».60% 

65 

68.00 

«.6 

323 

3.14 

OTE 

29% 

45.00% 

31.90% 


131% 

10.74 

16.39% • 

2.69 


ESPIRl 

32% 

30.00% 

2050% 


6.5% 

7,79 

10.92%- 

1.16 


EOP 

18% 

22.00% 

ie0O%ICOsht»n)na 

4J>% 

3.2B 

8.01% - 

3.28 


DIXONS 

40% 

26.00% 

17.50% 

47.00% 

11.5% 

9.43 

10.56% 

0.77 


PC«TEL 

24% 

23.00% 

17.50% simwl 


S.5% 

4.51 

8.37% - 

2-35 


% Index toes 

29% 

20% 

22% 

43.03% 

3123 



8.71 



lOyr 

nmonssion 




index bated Iheo 

M^S9 

25% 

196 

144 13.000% 

52 

4826 

02 

5.54 5.67 

ore 

17% 

53.00% 

44.00% 

9.0% 

7.36 

13.15% - 

3,40 

ESPIRl 

35% 

51.00% 

3300% 

18.0% 

14,75 

12.65% 

4.38 

EOP 

15% 

36.50% 

31 00% » Oomning 

5.5% 

4.51 

e.05% - 

2.SI 

DIXONS 

0% 

3dPO% 

30J»% »4tt% 

0.0% 


7.44%- 

6.10 

PORTEL 

22% 

38.50% 

30.00% MMil 

85% 

6.97 

9.55%- 

0.86 

%lndextoiss 

20% 

16% 

17% 27.42% 

28.64 



829 
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Core Credit Book: The devil in the details ...there is an overshoot of circa 385M 
USD due to over steepening of HY components and 


\ The CDX IG9 ^xJex curve steepened marginalty more than R shoiM 
i have been according to R>e on (he run tG steepening this rwutts in 
I underperformance estimated at 110W USD 


IG9C^CULAti6N" 

^01 

BP rel move 


-13SJ>(M).000.000 

0.75 

-4.1 

41.310,000.00 

35,000.000,000 

2,5 

-0.4 

3.«50.000,00 

95.000.000,000 

5.-! 

1,4 

71.820.000.00 



109.280.000.00 


The Main S9 ir^dex ojrve steepened marginally more than it should 
have been according to the on the run Main On the Run steepening 
this reeuKs in an underperformance estimated at 60M USD 


The HY10 and Hyl 1 5&7yr have outperformed the on the HY indioes 
but not as much as coutd have beeri expected : this Is an additionai 
hit of ISOMS 


The tranches were hit here and there in unrelated waye adding fiSM 
loss that can easily reverae 

1- 10Btn 10-30 IG tranches lost 0.2% vs delta (2 BU/Ask) = 20M hH 

2- 3Bln Hy 15-25 lost .Spts recently in an related way = ISM hit 

3- 3Bln 0-3 ig9 Syr tost 1 pi In overshoot ■ 30M hit 


MainS9 CALCULATK 

CS01 

BP rei move 


-39.270.000.000 

1,3 

-2-7 

12.242.217,00 

3.360.000.000 

3.2 

•4.0 

5.289.984.00 

26.447.000.000 

5,6 

3-6 

53.317,152.00 


iTottl ' } 66jtCT.38'5:o6~ 



realised theo 

diff 

SiM 

Eloss 

»8J. 

HYlOyr 

51% 

56% 

-5% 

5 0.0714 

- 17.850,000 

HYlOTyr 

2S% 

33% 

■8% 

2-3 0.15805 

- 29,081,200 

ify11 Syr 

42% 

45% 

-3% 

9 0.0981 

- 26.487.000 

HY11 Tvt 

18% 

28% 

-10% 

4.2 0.18016 

- 75,667.200 





TOTAL 

- 149.085,400 
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Core Credit Book: Summary 


I 1- Ideally, the Book needed an extra SOM CS01 in IG : this is a cost opportunity of Bln due to the do bps rally In IG 
! • this long risk shows naturally In the spread tighteniixi and with the coming expiry of the short term S9 leg 

I - it triggers an increase in Vsr- stress Var* CRM* IRC-RWA across the board if we maintain the book balanced 

! 

2 - the need to reduce VAR • RWA and stay within the CSD1 Irniit prevented the book from being lor>g risk erwugh 
- as we boi^ht protection on HY in the rtf y, we tepi ttte 10%CS01 rwutral to slightly bull 
* the slight bullish bias was dwarfed by the expomre in the forwards that kept ft>craasing to protect the PSL 

( 3- Thus a decompression trade was put on in order to rem^n marfcet neutral, but it increased the CS01 very fast 

i - as a resuti a decompression trede buRt up both in CDX arvf ITRAXX : it is a good trade that performed well 

I -yet, selling more prolecUon in IG to balance the protectior we bought in HY put us close to the C5D1 limit 


4- The long risk exposure would likaty have missed the fint IS bpsartd Ihe raalislic P&L miss is rather 800M USD 

-despite the conviction on the ratty in IG spreads, we needed to sell 10Bln in main and SOBInin IG ideally which 
is a signifKant bullish bet 

- in early February and earty March, when spreads %«tdened back, the book would IRiely have suffered a weekly 
loss of up to 300M each Gme : this was not an acceptable P&L noise ....Sc the tong would have been 
implemented slowly anyway 


5* carrying this long risk exposure would heve triggered some brutal P&L swngs of 100-200 In early February and March. 

• the book was aimirtg at fine tunirtg the P&L rtoise while reducing the risks and the nolionals on opportunities 

* the lasses coming frorn the IG forwards were already wHd, so we welted before being outright long risk for fear 
the noise vreuld just irtcreaee rr>ore 


J.F Morgan 
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Core Credit Book: Risk Management and execution mistakes 

I 1-The r»duction of the Syr IGSindSdsarly In January turned out to be s bed move : forwards underperformed 

- initially, sell 5 yr on a rdl basis vs on (he nin IG indices allowed to reduce (he short, improve the cany, reduce 
the sensitivity of the book towards flattening and |we-empt a lightening in IG spreads without increasing C501. 

- the market players quickly steepened the 59 curves starting the underperfbrmanca of (he forwards : because 
the slight iong risk bias was insufficient to cover the loss, we added bad( some flattaners to correct the hit. 

' 2- The Kodak defauN triggered a second wrong move : the HY short risk added to the forward undarperformance 

- The loss was SOM and we started coveiirrg the risk in Fabrxjary by selling HY14-Hyi7 indices that contained 

^ MBiA, Radian. MGIC, (STAR given that RESCAP risk to defeult was growing. 

- However, by selling those series and targeting (he 'mortgage & Insuranca* rslatad names, we aggravated the 
urtderperformance of the iG9 forwards because they contain MBIA Radian and ISTAR 

• As a resiA those names underperformed the whole market. Thus the decompression trade worked but the !G9 
forward especially underperformed in the rally and this is where the main long risk of the book Is. 

3- The Xoverf Main ilecompresslon trade,...lfkewlseN finally started a lag in Main Itran 59 forwards 

- Due to the need to corrtain the RWA'Var complex, we sold protection on main while buying protection in Xover 

; • This was a way to profit from either e recovery in Europe IG space without increasing the CS01. 

-The decompression in HY and Xover sped up in March and (his pul the book short risk and worsened the loss in 
die forwards 

4- The carry was over wot lmated : the duration extension due to the low rates and lha quid( IG tightening created a iong risk 
(hat should not have been hedged and that amounted to postpone me cany further in time. 

What would have happened If rtone of these bad moves were initiated? 

- The decompression vrould have happened anyway and the fonvard undaiperfomiancs may have been twice 
smaller or down 750. All these mistakes Induced an increase in the forward posiflons to contain the P&L hit 

! • If the book had gone long risk fully, me Var would have increased and (ha RWA as well : Rksly 20-25 Bln RWA 

I -The carry would have improved and the book would have had twice a iveekly draMdowm of 200 M 


J-RMorgan 
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Core Credit Book; Computation of the extra CS01 needed for the current book 

' 1' the IG9 and 59 fonrerd decoiT^rauion and the duration extension created a 20% ( 1D% duration increase, 10% spreads 

decompression) increase In duration that should rwt have been hedged ; 12M ( C$01 

- from Main S9 fonuards that errwonts to 3.2M $ CS01 

' - from tG9 forwards this amounts to 8.8M % CS01 

2- The duration extertslon artd decompression in KY and Xover iegs should also have been anticipated as 20% { 10% duration 
increase, 10% spread decompression} increaae In the longs riek IG ; 10.5M S CS01 
• in Itraia Xover/Main. this amounts to 2M CS01 

- in HY/IG, this sums up to 8.5M S CS01 

I 3- The tranche dettaa increased on the short term equity and decreased on long term super-seniors : 9M $ CS01 

- in itraxx, the deltas moved : 6M $ CS01 

; '-10x in D-3 SO Syr(2Kn)or lOKnon theiun irvlex : SM CS01 $ 

*--0.1x over 20bln on the nm tndex equiv. : 1MCS01 S 

- in CDX IG the d^s moved : 3M t CS01 

‘•lOx tn 2bln 0-3 IG9 5yror4Blnon theiunmdsx ; 2M SCSOI 
I ' -0.1x over 25bln on the nm equiv ; 1M S CS01 

4- target 10%CS01 : +2S0M In 10% CS01 tightening 

- currently the book trades at 1 133m$ on (his scenario 

- anticipating a further similar ttgtTtening and decompression, the book should carry today a extra long risk of 29il S CS01 
-given that Main ( 25% at 126bps) and 16 ( 7S% at 90 bps) weighted spread fty IG would be lODt^, the book should run with 
e -10% CS01 at +250M $ P&L gain 

- this amourfts to another 206ln Igl8 and Obln Main sir sata at protection 


J.RMorgan 
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Core Credit Book: Management of the CS01 2012 

! 1- Th« iong risk exposure that muKed mostty from duration extenston and decompression was covered wHh a short risk in HY 

- This allowed to cover the downside on defaults in HY rwmes 

• this is not an irreversible loss as ft would have been If wa had covered the long with IG protection 
2- The increase in Long risk coming from a longer average duration, the RWA and Var increased too even if the directionaiity was 
iirtHed 

- Instead of reducing the burgeoning we should have doubled ft : tiw would have increased Var and RWA by 10% every 

i month 

j • Using the HY as a way to reduce the dsectionalfty worsened the P&L issue with the forwards 

I 3- Wa shmild be very long riek In IG going Into the expiry of Hte IG9 Syr to offset the loss of cany 
I • we should do it before the expiry comes so that we mitigate the P&L loss 

I • we should be shod rtsk in all IG eqdty tranches so that the transition is smoother through the expiry 


12 


lEMorgan 
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Core Credit Book: The path to recovery.... 

1- The overshoot* couM reverse sttheugh this wouid not be rrecesserlfy stable. Yet, optically the YTD could easily improve wKh iw 
I change by up to 3S0M 

2- The duration extertsion resulted In a long riskthat has beert covered and should actually stay in the future 

I 3- The extra long risk exposure would overall set the book up 250M in a 10% CS01 tightening move ; this wHi increase tin RWA by 

I another 5 Bin unless we use structured notes to offload part of the long risk. The tranche trades should help reducs the future 

j RWA measures. 

I 4- The P&L wilt fece 100M temporary drawdowns for a rwt eeiry of 2*3.5 M USD per day. 

I 5- We still need to buy 5Bln 0*3 IG9 lOyr and 2.SBIn euro 0*3 Sd lOyr. ThJa will allow to us to freeze also the trading on tranches and 
j help reduce the RWA forward measures without ectlng on the book cHher than rolling the long risk. 

5* the adverrt of defauttwIH be a PAL posittva all the way to the axpiry of the book. 


J.EMorgan 

JPM-CIO-PSI 0021974 
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From: Lewb, Phil <phil.iewb@ipmorgan.com> 

Sent: Mon, 14 May 2012 17:32:44 GMT 

Dbion, Jamie <JamIe.dlmon@|pmchase.com>; Braunstein, Douglas <Dougjas.Braunstein@)Jpmorgan,com>; 
To: Hogan, John J. <John.J.Hogan@jpmargan.com>; Drew, Ina <lna.Drew@jpmorgan.com>; Zames. Matthew E 

cmatthew.e.zames@)jpmorgan.com> 

O'Rahilly, Rob <Rob.ORahllty#jpmorgan.com>; Bacon, Ashley <Ashley.Bacon@jpmorgan.com>; 
Venkatakrishnan, CS <Q.venkatakrl$hnan@jpmorgan.com>: ^Tigneron, OIMer X 
CC: <o!ivier.x.vigneron@jpmorgan.com»; Maoris, Achilles O <ach8les.a.macru#jpmofgan.com>; Martin-Artajo, 

Javier X<javierj(. martin-artajo@jpmorgan. corns; WRmot, John <JOHN.W)lMOT@jpmorgan. corns; Lewis, Phil 
<phii.lewis@jpmorgan. corns 

Subject: GO Credit Collateral differences as of COB Friday 11th May 


□O Credit Collateral differences as of COB Friday ll'* May 

Total difference between CIO and the counterparties Is now SBBmm vs. $6Gmm prior day 
Largest Counterparty Difference: Morgan Stanley Capital Services is at S27mm- down from $46mm 
Largest Instrument Difference; CDX 16 509 lOY 00-03 is now $29mm vs. $17mm on the prior day 
*P1eose note: Deutsche Bank AG Is os per the i(f* May 2012 
Difference by counterparty: 
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From: Venkatakrishnan, CS <cs,venkatakrishnan@jpmorgan.com> 

Sent: Thu, 22 Mar 20!2 13:47:36 GMT 

To: Broder, Bruce <bruce-broder@jpmorgan.coin> 

Subject: RE: Privileged and Confidential 


Yes, please, on the last question. Thanks, Venkat 


From: Broder, Bruce 

Sent; Thursd^, March 22, 2012 9:46 AM 

To: Venkatakrishnan, CS 

Subject: RE: Privileged and Confidentiai 

We can't explain their Var movement under the old model as we don't see any info about their (risk) positions, eg we 
don't get sensitivities. We had asked Pete's team to explain the movements in the old model, but they were never able 
to and then they had no reason to as they already knew they were changing models. It took them a while, but they 
finally agreed their old model was crap. 

Do you want me to inquire as to why their VAR/Svar declined in the new model? We might be able to get an answer 
ourselves or through Pete on that one. 


From: Venkatakrishnan, CS 

Sent: Thursday, March 22, 2012 9:27 AM 

To: Broder, Bruce 

Subject: RE: Privileged and Confidential 

Having said that, why did Var (and SVar) go up from Jan to Feb in the old model but decline in the new model? 


From: Broder, Bruce 

Sent: Thursday, March 22, 2012 9:01 AM 

To: Venkatakrishnan, CS 

Subject: RE: Privileged and Confidential 

Mere are the results and differences with the old Var model. I'm not sure this really makes it apples to apples. I think It's 
now apples to pears instead of apples to oranges. Apples to aisles would be to just drop the Var/StressVar and focus 
on IRC and CRM only. CIO had no choice but to do the VAR model change. They were using a disapproved VAR model 
and one which would have prevented the regulators from approving CRM for CtO's correlation trading portfolio for if it 
had been kept (even though CRM does not depend on VAR). 
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From; Venkatakrishnan, CS 

Sent; Wednesday, March 21, 2012 1:44 PM 

To: Broder, Bruce 

Subject: Re: Privileged and Confidential 
Got it. Elsewhere but returning. 


From; Broder, Bruce 

Sent: Wednesday, March 21, 2012 01:40 PM 

To: Venkatakrishnan, CS 

Subject: RE: Privileged and Confidential 

The factor is .08 = 1/12.5. 

"On January 18*^ CRM capital was $3.2". This is correct, the CRM Capital was 3.154B, or $39.4258 RWA. 

In the Jan column, you see 31,100 RWA which was the reported CRM RWA. It represents the Jan average. Jan 18 was 
the last and highest of the 3 CRM measurements for CIO in Jan. 

(268 is the 04 reported average result). 

Are you in your office or elsewhere? 


From; Venkatakrishnan, CS 

Sent: Wednesday, March 21, 2012 1:26 PM 

To: Broder, Bruce 

Subject: Re: Privileged and Confidential 

Then what was the $3.2bb? 78bb*0.0a5 is 6.3 approx but 26bb*0.085 Is not 3.2bb 


From: Broder, Bruce 

Sent: Wednesday. March 21, 2012 01:21 PM 

To: Venkatakrishnan, CS 

Subject: RE: Privileged and Confidential 

6.3 is the standalone amount. Corresponds to 78,763 in the table below under pre-split. 


From: Venkatakrishnan, CS 

Sent: Wednesday, March 21, 2012 1:16 PM 

To: Broder, Bruce 

Subject: Fw: Privileged and Confidential 

In my own memo from yday, there is an inconsistency between two pre-split measured of capital: S6.3bb from Anil two 
weeks ago and $5.4bb from the table below. Do you know why? 


From: Venkatakrishnan, CS 
Sent: Wednesday, March 21, 2012 07:51 AM 
To: Venkatakrishnan, CS 
Subject: Privileged and Confidential 

CIO CRM — The Highliehts 


Background 
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• Comprehensive Risk Measure (CRM) allov^s for internal modeling of Correlation Trading positions and their 
QssooQfed hedges 

o These exist at JPM v^ithin the iB and the CIO 
o The regulations also calculate a "Floor" to this capita! 

• Other non-securitization positions use Incremental Risk Charge (IRC) as the method of calculation 

• Both CRM and IRC are based on a 99.9% confidence interval and a one year horizon BUT 

o IRC assumes a three month holding period with rebalancing quarterly to compute an annua! number 
o CRM assumes a one year holding period with no rebalancing 

o A 30 year bond hedged with a 3month CDS will be fully hedged from a default risk perspective in the IRC 
calculation for one year but will be unhedged for nine months in the CRM calculation 


The Issue at CIO 

• On January 18*^, CRM capital was $3.2BB but was recomputed to be $6.3B6 on Feb 22"‘‘ 

• The primary reason for this was the net addition of $3366 notional in index CDS between Jan and Feb. 

• The Model Risk group assigned a team to work with CIO to explain the CRM mode! and to understand the impact 
of these new positions on their capital. 

• The team came to the conclusion that many of these trades did not constitute "optimal" hedges to the 
correlation book (from a tail risk perspective) and that they should be given IRC treatment not CRM treatment. 

• Hence, for modeling purposes, we split the CIO's Correlation book into two parts: Correlation Trades plus 
related hedges in one part, and remaining index positions in another part. 

• As a result, the CRM capital dropped greatly and, in fact, the floor for the firm was now the operating 



• The decline In capital when positions were moved to IRC was rather greater than we expected. An important 
reason was a $12SBB curve trade in indices (long risk maturing in 2014 >- 2017) and short risk maturing in Dec 
2012. Given the CRM approach of not replenishing maturing trades, the model calculated capital based on one 
leg of this trade ($12SB6 of long risk) remaining unhedged for three months (Dec 2012 to Mar 2013). IRC, on 
the other hand, assumes it was hedged. 

Rationale and Next Steps 

• We think that the rationale of splitting the books is well-founded; The correlation book contains tranche trades 
and hedges which work well in tail scenarios; the index took (under IRC) contains the rest. 

• This logic should be used going forward and index trades which hedge tranches booked in the correlation book 
and the others in the index book. 

• The question is whether we re-calculate capital in this way from (a) the start of the quarter; (b) some point mid- 
quarter; or (c) the date on which they are re-booked. 
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Credit Derivatives Terminology 


Credit Default Swap 
Notional Amount 
Credit Default Indices 
CDX and iTraxx 
On-the-Run and Off-the- 
Run 

Traded Maturities/Duration 

Tranches 

Spread 

Carry 


• Curve 

• Shape of Credit Curve 

• Bear Steepener/Flattener 

• Bull Steepener/Flattener 

• Forward Trade 

• Skew 

• Convexity 

• Tail Risk 

• CS10% or CSW 10% 

• RWA 
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CDX Indices 


Index Name 

CDX.NA.IG 

CDX.NA.ie.HVOL 

CDX.NA.HY 

CDX.NA.XO 

COX.EM 


Number 

On-the-Run 

Traded 

; 


of 

Series 

Maturities 

1 Tranches 

Description 

entitles 



1 


125 

18 . 

1, 2, 3, 5, 7, 10 

;Q-3, 3>, 7-15, 15-100 

Investment grade CDSs 


18 

1, 2, 3, 5, 7, 10 

|n/a 

1 

High Volatility investment grade 

30 



CDSs 

100 

18 

3, 5, 7, 10 

!o-10, 10-15, 15-25, 25-35, 35-100 

High Yield CDSs 

35 

11 

3. 5, 7. 10 

in/a 

CDSs that are at the crossover 

point between investment 




j 

grade and Junk 



17 

5 

n/a 

Emerging market CDSs 
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iTraxx Indices 


Index Name 

Number 

of 

entities 

On-the-Run 

Series 

Traded 

Maturities 

i 

1 Tranches 

! 

1 

.. 

Description 

iTraxx Europe 

125 

17 

3, 5, 7, 10 

iO-3, 3-6, 6-9, 9-12, 12-22, 22- 
100 

Most actively traded names 
in the six months prior to the 
index roll 

iTraxx Europe 
HiVol 



30 

17 

3, 5, 7, 10 

[n/a 

! 

t 

f 

Highest spread (riskiest) non- 
financial names from iTraxx 
Europe Index 

iTraxx Europe 
Crossover 

40 

17 

3, 5, 7, 10 

|0-10, 10-15, 15-25, 25-35, 35- 

jioo 

Sub-investment grade names 
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Credit Spread Curve Movements 





^■LontSvur 
■■ Short IVHr 

BkoCutv* 

— flrttnod cutvt 
— suiponod Cuivt 
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Dally Notional Positions In Kay Instruments 



— aWWS0»Q5¥ 
oCOXHYSMQSY 
— coxwsayojY 
C0XIGM9O5Y 
CDXnSOSOTV 
->~CDXIQS09iaY 
-■i^DXKiSUOSY 
•— CDXIGSWOSY 

—— cDxxssiyosr 
•-iBCDXKisuasr 
— mUXXMNS0905Y 
•~»rnwxxMNS09iav 
™»»mwxxMNsi6osr 


Confidential Treatment Requested by J.P. Morgan Chase & Co. 


JPM-CIO-PSI-0002054 


1839 







Dally Notional Positions In Key Instraments 



— CDXIGSOSOSr 

COXIGSOSIOY 

— coxiGsiios'r 
— invuaMNsosioY 

• -TTRAMMNSISOSY 


Confidential Treatment Requested by J,P. Morgan Chase & Co. 


JPM-CIO-PSI-0002056 


1841 






lonfidential Treatmeni 



1844 



K-w-zaz 
EZ-tO-ZtlK 
W-Khn(K 
Et-w-nw 
oi-»-nar 
ghw-naz 
zcm-ztiK 
K-Eo-ncf 
ET-co-nac 
OC'CQ'CIOZ 
SI-S^CTOE 

n-co-noc 

C>EO-CTOE 

K-ro-noc 

orwnar 
5t-Z0>ET0e 
OX-ZO-CTOE 

uyayzjoc 
mzo-ttac 
QE-TO-EIOC 
SE-OthEKK 
OC-TO-CTOE 
a-TO-tWE 
n-ro-noE 
BO-UhElOE 
W-XO-CTOt 
OE-EMtCE 
EE-n-noE 
lE-n-TWE 
9[-EI'TI0E 
Et-EI-nOE 
KhEl-nOE 
9«I-nOE 
OE-n'-TIOE 
SE-II-TIOE 
EE“tt-nOE 
Et-tl-nOE 
«-TT"TiaC 
ShTI-TIOE 
♦o-it-noE 
TO-n-UOE 

sasa^Ss 

IA 4 A 4 A 



w 

CL 

o 

o 


o 

u 

o6 

0} 

10 

(0 


o 

O 











1848 



OE^ZCOZ 

o 

sc-whnre 

w 

CE-W-nK 

6 

ZI-HhZCOZ 

o 

n-Khnor 

5 

SD-tO-ZOE 

a. 

zo^znE 


K-to-nw 


S'S^cmc 


QE-fO-nOC 


si-fo-ncE 


n-ra-ctoE 


Efrfo-not 


ziKo-aoE 


sc-eo-ooE 


H-ro-nOE 


ZI-EO-nOE 


«-co-a(K 


Bt>^rCQE 


SIKIhER^ 


vya>-uxx 


zr-io-noE 


K-ID-ntR 


EI-TO-CTOE 

6 

gr-To-noz 

O 

n-ro-EioE 

0) 


V) 

»-to-rrat 

<0 

ShTO-nW 

O 

K-a-Ttoz 

c 

to 

u-n-not 

Ol 

o 

9i-n-noE 

2 

EI'CT-ITOE 

CL 

■m-noE 

>s 

so-Ei-noE 

X) 

■o 

OE-TI-UOE 



C/l 

SE-TT-nOE 

Cl) 

3 

EE-n-noE 

cr 

0) 

£I-TMTOZ 

QC 

«-TT-nOE 

"c 

0) 

eo-n'iioE 

E 

Wm-TOIE 

to 

Q) 

nKI-TlOE 

H 


0 ) 

'U 


o 

O 


1849 


TRANSCRIPT OF AUDIO RECORDING PRODUCED 
TO THE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 

Date: April 20, 2012 Telephone Call 

Parties: Achilles Maoris, Daniel Pinto, Javier Martin-Artajo 

identifier: OCC„Box_07\Disc 14\20120711JPM-CIO-A\NAT1VE_DATA\JPM-CIO'PSI-A 0000140 


Mr. Macris: 
Mr. Pinto: 
Mr. Macris: 


Mr. Pinto: 
Mr. Macris: 
Mr. Pinto: 
Mr. Macris: 
Mr. Pinto: 
Mr. Macris: 
Mr. Pinto; 
Mr. Macris: 
Mr. Pinto: 


Mr. Macris: 
Mr. Pinto: 


Hey man. 

Yeah, so what's up? 

No, it's not like that. You know, what is going on here is that this has taken, like, in a 
life by itself. So we are acting after Ina's instruction, you know, who, you know, 
wants to talk to Hogan about it. And, I don't know If she did already or not, or, you 
know, whatever. 

Who, Ashley? 

Huh? 

Who wants to... 

Ina, Ina, Ina, Ina. 

About this issue? 

Mmm. 

Ok, well then, I need to talk to Hogan too. 

You know, I don't know, listen, I mean, to me “ 

So ah, this one. I, I, we don't have any collateral, significant collateral disputes with 
anyone. I will, I'm trying to get Jean Francois to really check on all of the valuations , 
of the positions. So how, how many millions of dollars are we talking about? So I, I 
just don't understand, why, why could someone in March, strange as that might 
sound - 

No, like you're not, listen. In a, the way that, you know ~ 

And how does it go to Ina? Because Ina is not the most stable person in the bank, so 


Mr. Macris; 


Mr. Pinto: 
Mr. Macris: 


Yeah, that's what I'm saying. You know It's gotten away from me here, this one. 
You know, because, you know, you know, the story is like, you know, that, you 
know, Javier has, like, you know, sort of, some, you know, feedback and, you know. 
Issues, you know, with the dealers. 


But Achilles, Achilles. 

Hmm? 
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Mr. Pinto: 


Mr. Maoris: 


Mr. Pinto: 
Mr. Maoris; 
Mr. Pinto: 


Mr. Maoris: 


Mr. Pinto: 


Mr. Maoris; 


Mr. Pinto: 


I should say that it's a situation where I need to do a formal investigation. And, 
really, if Javier is fantasizing about this, he's going to really, he will, he will have a 
bad, a hard time here. I mean, if he's right, I need to fire a lot of people. So — 

Yeah, exactly, you know, I mean, I'm noton that page so much. Like, I don't 
disagree with you. You know, this elevation is not my style, right? But you know 
the story here has to do much more like, you know, the way that this was put, like, 
you know, forward, you know, today. All of this happened like, you know, kind of 
life, like in the last, you know, sort of two hours. You know. I've been told exactly 
how to do this. You know, so the issue that has been described is, you know, sort of 
in the morning call, you know, that's like, you know, two hours ago. So do you 
understand how rapidly this has developed? You know, Javier goes and mentions, 
you know, listen, we are making a mockery of JP Morgan, you know, in the street. 
Because, you know, we are long investment grade and the IB is like, you know, short 
investment grade, and we are battling it in a visible way that is, you know, creating, 
like, you know, a lot of question marks. And then, you know, what do you mean by 
that? And, you know, the issue goes like, you know, ok, what happened, like, you 
know, with the disclosure of the position, with the knowledge of the methodology, 
the capital - 

But what I understand, 

Mmm, mmm. 

From what I understand, how we got here, honestly, I don't care. What I see is that 
it is an accusation that the investment bank, with someone leaking the position of 
CIO, is acting against CIO on mismarking the books to damage CIO, And the second 
thing is that- 

No, it's not, that is not to my understanding. My understanding is, listen, I, yeah, I 
don't know. These are very aggressive comments. I mean, the way I said, like, you 
know, to Ashley, is like I don't know, you know, whose fault this is, or anybody's, 
you know from my side, or any other side. Like, you know, do you understand? Like 
I'm not, this isn't like, I don't know how, you know this has become, like you know, 
an issue of disciplinary action. You know, the call was more like, you know, to say, 
that you know, that there's a behavior from the dealer, you know, that is consistent 
with like in a nondeposit. 

Yeah, but whoever, if it's you or Javier, or someone, picked the way that you picked 
in order to escalate this one, so that may have been intentional. It's not that it 
wasn't intentional. It's not intentional anymore. So now that we go so far up with 
it, we need to, so one thing is that you tell me, I think, that this trader is doing 
something incorrect. I go and check. And the other one is it goes all the way to 
Hogan to come back to me. Then, yeah, that may have been intention, but 
unfortunately, that train left the station. 

Well, it is what it may. It is what it may, but I'm not going to play broken phone with 
anybody either. You know what I mean? You know, you know, so, yeah, you know. 

Yeah, if that's what it is, then we need to investigate what it is and that's it. 

JPM-CIO-PSI-A 0000140 


2 



1851 


Mr. Macris: 

Mr. Pinto: 

Mr. Macris: 
Mr. Pinto: 
Mr. Macris: 
Mr. Pinto: 
Mr. Macris: 


Mr. Pinto: 

Mr. Macris: 


Mr. Pinto: 

Mr. Macris: 

Mr. Pinto; 
Mr. Macris: 


This Issue, like you know, the Issue that, you know, we'ii have subsequently, and 
that is, like, something that I agree with, you know, that 1 don't think that it is 
appropriate that JP Morgan battles this in the market. And, you know - 

But Achilles, you are working on the assumption, that the guys in my, someone gave 
them the positions that you have. Which, ! honestly, don't think that is the case. 

Javier can prove this. 

He can prove it? 

Mmm hum. 

Yeah, well, then, that's fine. 

But all I'm saying Is that’s not the gravity here. You know, you, you're giving it this 
disciplinary spin to this that is not, like, you know, the central gravity the way I'm 
thinking about It. The way I'm thinking about it is, like, you know, when like, you 
know, basically, you know at CIO we [Indecipherable) with Boaz and Deutche, that 
was like in JP Morgan by Deutche. You know what I mean? You know, I think, you 
know, the current, like, you know escalation, that we have, like you know, between, 
you know, you know, let's say, you know, two different positions in the same firm. 
Even if that becomes like, you know, sort of elev - you know, I'm led to believe that 
this is not a public, you know, thing, you know. And we're battling it out in the 
open. 

Ok. What, what, what are my guys doing? Just tell me. What have they done? 

They mismarked the books or they trade against your books, or what? What is it? 

Ok, you want me to like, you know? Hold on a second. Let me, let's be very 
accurate because like, you know, this was, you know, they ... Let me see If I can get 
you here on the speaker. Ahhh, man. This Is not about "the guys done," I have not 
gotten to what I think is the substance of It, but if you are amused by this conflict, 
we can have that conversation now. My point is, like, you know, I think that Bruno 
will need - 

Achilles, you need to understand that this is a very, very, very , very serious 
accusation. 

Ok, hold on a second. Let's deal with that then and then I'll get to my view of the 
substance afterwards, ok? One second. [Switch to speaker phone.) 

You there? 

Yes, I'm here. 

Yeah, Javier? [Achilles talking to Javier] I have Daniel with me, and he's telling me 
what do you think that his guys done wrong. And 1 mean, obviously, we have a 
great relationship so he says, and he says, why are you going, like, you know, to, 
that route? I explain that this is what we've been asked to do by Ina. But there is 
something, that you have a grievance, yeah? In terms of, you know paying and you 
collecting this thing. So can you explain it, tactfully? jpj^I-CIO-PSI-A 0000140 
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Mr. Martin-Artajo; 

Mr. Pinto; 

Mr. Martin-Artajo; 

Mr. Pinto; 

Mr. Martin-Artajo; 

Mr. Pinto; 

Mr. Martin-Artajo; 
Mr. Pinto; 

Mr. Martin-Artajo; 
Mr. Pinto; 

Mr. Martin-Artajo; 
Mr. Pinto; 

Mr. Martin-Artajo; 

Mr. Macris; 

Mr. Pinto; 

Mr. Martin-Artajo; 

Mr. Pinto; 


Yeah, Daniel, hi. Yeah, what I wanted, I reflected to Achilles is that I think that is, is 
something that we should discuss internaliy at JP Morgan, really. I mean, I think 
that - 

Yeah but, Achilles, Javier, can we specific? What have they done wrong? 

Yeah, no, it's got to do with, with, with the quotes that we’re getting and the 
behaviorof our dealer in regards to the investment grade position that we have. I 
mean, it's- 

So the, sorry, hold on. The quote that you are getting from who? 

With, I forgot the name of the traders. I'll give you the names. It's called Roman 
something. Roman, Tm, I, what I don't - 

Roman in New York? 

Yes. 

The index trader in the, the, the flow index trader in New York? 

Yes. 

So on the quotes, I mean, what? There is someone <laughs> that has no fricking 
clue on what you guys have. 

i know. I know. 

in New York so- 

I know. The only question, the only problem, Daniel, and maybe this is a longer 
conversation is that, we, we are hearing from, from counterparties in the market 
that they are talking about some of the positions that we have. And, and I am 
concerned about that, right? I don’t want - 

[Interrupting.) That's not the issue. The issue is not [indecipherable]. Say it exact 
what you mean. 

But, so. I've very bothered. So what you think is that Sanjay, or Olivier or someone. 
So clearly, the only one who knows who the positions are, are, is Olivier, and that's 
it. So do you think that Oliver went and talked to some of your counterparts or our 
counterparts of all of the positions that you guys have in the market? 

No, I, I don't think it's that. I think that, what Tm trying to see is that, what Tm 
trying to say is that, there is an issue here with our IB in terms of the positions that 
we are trying to — 

But, but, Javier? Just to be, so, in the way that this was portrayed to me, is a very, 
very serious accusation. So, then, there are two things that I want to know. So if 
there are any. One, could be that you are concerned about something that may 
happen. And that is very valid, but if it didn't happen, it didn't happen. So my 
question is, there is something that DID happen, that in any shape or form, you 
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think that our investment bank is trading against your position, because the position 
was leaked in some weird form to them. 

Mr. Martin-Artajo: Ok, I don’t think that there is anything here that has happened that is of, of a 

serious nature. What I think is happening here, that is of a serious nature, is that 
what can happen with the marks that we get from the investment bank. Ok? 

Mr. Pinto; <Laughs> Have you got any? Well, that's it. So now we go to the marks. Have you 

got any, we don't have any collateral disputes, so, or very little ones. Have you, 
have you, can you see, any of the marks, that they are deliberately un-, mismarked 
to hurt your position? 

Mr. Martin-Artajo: I have, I have to, I have to show them, I have to show them to you. I mean, I think 
that this got to do with, with the knowledge of our position and the way that the 
investment bank is trying to, to position around that with the customers. I do think 
that that's the whole issue that we have. And then, that is the issue that I'd like to 
make sure that we keep it inside the company, right? It's something that I - 

Mr. Pinto: Yes, but, so I'm asking you, is there any of the marks, that we have put in our books, 

that they are incorrect? Or malicious, to hurt your position? Yes or no? 

Mr. Martin-Artajo: [indecipherable] I'm going to send you that, so that you can judge that, Daniel. I 
need to send them to you. 

Mr. Maoris: [Yelling.] Say the examples. What does he put, this is the time, the god damn 

words, please. 

Mr. Martin-Artajo: Ok, what happens is that, every time we put a trade on, I get, you know, I get, sort 
of like an immediate ask from, from the dealer into the position that we Just traded, 
right? So, I get evidence that they have access either to ICE or to some other way to 
look at what we do, and you know, I am concerned about that. I am, yeah? 

Mr. Pinto: Honestly, I don't, I, I don't know. Is that the case? That someone is accessing your, 

your position? Because Olivier gave it to them or someone? So I need to fire that 
person. 

Mr. Martin-Artajo: Ok. 

Mr. Pinto: So we need to be extremely careful. 

Mr. Martin-Artajo: That's right. We need to be, I mean, I. This came through, through a very different 
angle, Daniel. I mean, I, I need to explain you how is it that we are raising this issue 
through Ina. Well, it came from a very different point of view. It came through, 
having to reconcile the capital that we using in the business with the actual models 
that we use that are developed by the investment bank too, with OR, ok? 

Mr. Pinto: Yeab. 

Mr. Martin-Artajo: So we, we came up with, you know, a system, a way to look at all the risk is. You 
know we look at the VaRs, we look at the stress VaRs, we look at the same thing 
that you do, ok? 
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Mr. Pinto: Yeah. 

Mr. Martin-Artajo: So what happens is that we ended up with something that ended up with, you 
know, with a dialup that we have with Ashley, with Venkat, with, with a lot of 
people, ok? At the same time, you know, we are, risk management knows that we 
have large, large concentrations, ok? Now, I, I, I am hearing in the market that, you 
know, some of the guys in the company are talking to them and wondering what we 
are going to do with the positions. Now, I, I just want to stop that, yeah? 

Mr. Pinto: But Javier, Javier, Javier, Javier, my friend. You know that over these days, because 

of the difference in performance, everyone is stating that. So that, it's very likely. 

I’m not saying that this is true, it may be that you are 100 percent right and I have to 
fire 10 people here, I don't know. 

Mr. Martin-Artajo: Yeah. 

Mr. Pinto: But it is very likely that they are kind of warming you up. 

Mr. Martin-Artajo: Yes. <Laughs.> 

Mr. Pinto: It's very likely, 

Mr. Martin-Artajo: I know. 

Mr. Pinto: It happens all the time. 

Mr. Martin-Artajo: All the time, man. That's exactly what I, but I want it to be inside the company. I 
don't want it to be known out there. And I don't want it be getting, getting - 

Mr. Pinto: But what, what the market knows, doesn't know. So, I don't know what it is. But 

obviously, you bought those positions in the market so it is very likely that some of 
the market people can put two and two together. But, let's assume that that's not 
the case. 

Mr. Martin-Artajo: Yeah. 

Mr. Pinto: So for me, what is important is someone from my group, or Olivier, or Venkat, or 

Ashley, or someone else, leaked these positions to put you in a position that It will 
hurt the bank. Really? I, I, it is hard for me to believe that that is happening, but - 

Mr. Martin-Artajo: Ok, well, then, help me with something, Daniel, because this is all I need, I need 

from you. What we need to do is look at what is the real issue here. Are we fighting 
something that is, that is, that is not the same on the other side of the investment 
bank and, therefore, is just something that is just dealers trying to do their normal 
work, trying to see what we were doing. Or are we discussing something that is 
substantially a mirror image of what the investment bank has. And that's what I 
told Achilles. Is that we need to, we need to discuss with the investment bank which 
of the two cases it is. Is it that we have a n issue with, yeah? 

Mr. Pinto: The position that you have, so, I don't know what it is. I suppose that it has to 

because we have some diversification benefit, by definition you have to put on a 
position that is the other way around. 
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Mr. Martin-Artajo: That's right, 

Mr. Pinto: That's, that's, that's quite obvious. But, but that, from there, from there, which is a 

fact. Obviously, is a fact. 

Mr. Martin-Artajo: Yeah. 

Mr. Pinto: And these guys know, that we, as you know, both know, that we are getting some 

diversification benefit. 

Mr. Martin-Artajo: That's right, yeah. 

Mr. Pinto: From there, from there, from there, to go and accuse that someone is putting you in 

a position that is harming JP Morgan, by leaking your positions to the market, or by, 
or by trading against you, or by mismarking the books, it's a very different story. 

Mr. Martin-Artajo: That's right. So 1 want to - 

Mr. Pinto: So what I point out is to prove these three factors have not happening or are 

happening. And if they are happening, I need to fire a lot of people, 

Mr. Martin-Artajo: And if they're not happening, we need to stop that they talk outside the market. 

Mr. Pinto: But, you have <laughs> my friend, you don't know if they are talking outside the 

market. So what do you got? You get it from Deutche? You get it from Barclays? 

So where are you getting from? These people, 1, 1 don't know. But we will see. We 
will check everything; we always do. 

Mr. Martin-Artajo: Yes, please. That's what I'm asking you. I am on your side. Try to, try to, try to see 
what we can do about this, because - 

Mr. Pinto: Friends, 1 think that this has, unfortunately, this has took a turn and now it's Hogan 

and Ina and the whole world involved - 


Mr. Martin-Artajo: Yeah. 


Mr. Pinto: Out of something that you suspect, but you don't know, because a Deutche guy or 

someone told him. 


Mr. Martin-Artajo: No, no, no, no, no. That's not, that's not the point. The point is, is that I am working 
with, with you guys in trying to disclose information on what we are doing, ok? We 
are trying to be transparent here, with, you know, we are learning how the risk 
management and the QR interacts with our books. We are learning what that 
means for us in terms of capital. I'm trying to optimize capital. I'm trying to get a 
lot of that done. And 1 think that - 

Mr. Pinto: You know, absolutely, but that, that Olivier, is that Olivier is working on that, Olivier 

is not part of the business anymore. Olivier, I guaranty you, there is, there is no, he 
is a very honest person. He has no incentive at all to leaking that into anyone, 
because he doesn't work there anymore. 


Mr. Martin-Artajo: Ok. 
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Mr. Pinto: And in any case, and in any case, that someone mismarked the books in March? It 

just doesn't make sense. 

Mr. Martin-Artajo: Ok, alright, I, I, I, ok, I'm just going to give you some, some, some facts. I, I, I - 

Mr. Pinto: No, what i'm going to do, I would prefer that, that we get, jump inside this thing to 

really look into the positions, and see if we have anything that was incorrectly 
marked. 

Mr. Martin-Artajo; Ok. 

Mr. Pinto: And then we will internal audit the whole trading operations. Auditing and we will 

do whatever it makes you feel more comfortable. 

Mr. Martin-Artajo: Ok, let's do that. 

Mr. Pinto; Yeah, obviously, this is, I would have preferred to deal with this in a different way, 

but we are where we are, and next time we will be extremely more careful. And, in 
fact - 

Mr. Martin-Artajo: How would you want to do it then? So that it's not, I mean, I, I'm, you know, I think 
what we need to do, I mean, for us, really, what I really wanted to understand is 
that we are in a, in a position where we need to understand very well what the next 
step is for our book, because, it is, you know the, the, the capital issues- 

Mr. Pinto: But Javier, so these are two very different things. One is that you are accusing 

people of wrongdoing. That's one thing. 

Mr. Martin-Artajo; Yeah. 

Mr. Pinto; The other one is the externalization thing that we discussed the other day. And that 

may or may not go ahead. 

Mr. Martin-Artajo: That's right. 

Mr. Pinto: And it's nothing to do with this thing. 

Mr. Martin-Artajo; Ok. 

Mr. Pinto; And if you don'twantto bea part of it, just don't be. 

Mr. Martin-Artajo: Ok, no, no, we do want. But I, I just want to make sure that we don't have a big, I 
just want to clarify, that, that we don't have a risk management issue. That's all, 
Daniel, that we are - 

Mr. Pinto; Yeah, that's fine. But that, at the moment what it is, is a real accusation. It's not 

that a concern that you may have for the future. And the way that the people think, 
over this side, is someone in my group, did something wrong. Either mismarked the 
books or used information that they should have not used to trade against your 
position and acted against the benefit of the, to harm the bank. So that is what is 
floating around. 
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Mr. Maoris: Hold on a second. Daniel, let me just say to that. Like, you know, this issue, you 

know, came about, like you know, less than, you know two and a half hours ago. 

Ok? Let me Just say that I talked to you about this. Like you know, so, the meeting 
was not, like, you know, you concentrate this meeting on disciplinary actions and 
things like that. I don't know where that's coming from, and I don't know what your 
conversation was with Ashley. You know, I believe that like Javier has shown me 
here, enough evidence, that like you know, the people, you know, on the desk know 
our positions or what we are doing in the market place. You can forward to your 
staff but you can see it. I don't much care about it, to be honest with you. So there 
is like, you know, a grievance like, you know, here, about, like you know, the 
knowledge, you know, of our position on the desk. I'll leave it, like you know, it to 
that. I don't care so much about it. The purpose of the call with, like, Ashley, that 
we were instructed to do with Irv. Do you understand that? "Instructed," "Irv," 
these are the two significant words here. You know, the issue revolved about an 
administrative solution in what has been perceived "a battle," you know, whether it 
has, like you know, disciplinary, or doesn't have, it was not like, you know, I don't 
know. It did not enter my mind. But there is definitely a battle. You know, that, you 
know, you know they work it out that they - 

Mr. Pinto: A battle? Where, where, where do you see the battle? 

Mr. Maoris: (Talking to Mr. Martin-Artajo.] Can you explain? [Talking to Mr. Pinto.] Because the, 

I don't know Javier's sort of words, [talking over Mr. Pinto who says, "But Achilles, 
that's my point."], but you know, you know you find [indecipherable). Can you find 
something that explains to people what it is? 

Mr. Martin-Artajo: Yeah. 

Mr. Macris: Because 1 don't want to care about the disciplinary thing. I want to care, like you 

know, that in my opinion, if there is a short, you know, that needs to be covered by 
the IB, and we got the long, let's find, like you know, some solutions here. You 
know, I don't want to get, like you know - 

Mr. Pinto: There is no, I, I, I don't think so. So the last big position that we have against you 

where we lost money is American Airlines. We hedged you at the end of last year. 
We lost the money and we were wrong. So, I, I, I don't know. I don't know. It may 
be another one. 1 really don't know. You know who are you trading with. But- 

Mr. Martin-Artajo: Ok. So then, then what happens is that then we need to settle this inside JP 

Morgan. If you're right about what you're saying, I have, I have reasons to think 
that, that, that, you know, I think you need to do a little more work on that. But it 
doesn't, the issue is, is that we should keep it inside the company, whatever that is. 
And if there is a trade to be done, we do it internally and we don't force it outside. 
And if there is no trade to be done in the market, then so be it. But at least I'm clear 
that- 

Mr. Macris: Our guys are trading in the market day in and day out. 

Mr. Martin-Artajo: Yeah. 

Mr. Pinto: My, my, I don't know. I, I really need to, someone to di^jhp^'^op^j ^ 0000140 
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Mr. Martin-Artajo: 
Mr. Pinto: 

Mr. Martin-Artajo: 
Mr. Pinto: 

Mr. Martin-Artajo: 

Mr. Pinto: 

Mr. Martin-Artajo: 


Mr. Pinto: 

Mr. Martin-Artajo: 
Mr. Pinto: 

Mr. Martin-Artajo: 
Mr. Pinto: 

Mr. Martin-Artajo: 
Mr. Pinto: 

Mr. Martin-Artajo: 
Mr. Pinto: 

Mr. Martin-Artajo: 


That's right. 

What is concern for the future, you know, what someone may do and what has 
happened. 

Ok, let's - 

Clearly, the thing that concerns me the most, at the moment, is to see if someone 
has done something wrong, already. Not that you're concerned that they may do 
something wrong in the future, because, that, that, that hasn't happened. So - 

Ok, I'll send you. I'll send you through, through Ashley, the, the, you know, the, the, 
you know, some of the things that we observe on our side for you to be aware of- 

But those are valuations or they are comments? 

Well, they are, they are comments. They are chats. They are marks. They, they are 
quite a lot of things really. I mean, I, I don't think there's any, like Achilles said, I 
don't think this is a disciplinary thing. I, Tm just, I Just don't want it to be, in the 
market. We're seeing as we're doing something here that is, that is, that we have a 
problem in our desk and at the end of the day what we're trying to do here is 
actually try to optimize the book for RWA purposes. And, and Tm going to, and 
since we coordinating this with the investment bank, I want to coordinate whatever 
we need to do in the book also with the investment bank and not do it outside. 
Because I have a feeling that we have, you know, something to do here, And that's 
what I, I want to make sure that the traders know. That we cannot, I don't want to 
battle it outside when we have something at the end of the day. It, it should be 
done inside the company. 

Yeah but that, that, Javier, I, I don't understand how that one, that, from either of 
two things. The, the externalizatlon is something that we, we decide that we will do 
together. 

Yeah. 


And that Is happening. The day to day trading, which it looks to be your concern. 
Yeah, 

That someone is trading against you, knowing your position, is something that I will 
be extremely surprised that is going on, but we'll take a look and see if that is 
coming up and that's it. 

Ok, thank you. Thank you for that, Daniel. Thank you for that. 

And if you could, so how much do you think is damage? 

It's a few basis points, but it's in a large position so that's the issue. 

So it's not many millions of dollars? 

I don't know like, maybe 250? 
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Mr. Pinto; 

Mr. Martin-Artajo; 
Mr. Pinto: 

Mr. Martin-Artajo; 

Mr. Pinto: 

Mr. Martin-Artajo; 
Mr. Pinto: 

Mr. Macris; 


Mr. Pinto: 

Mr. Macris: 


Two hundred and fifty million dollars? 

Yeah. 

Ok. And you think that the fact that we marked the book that way, so we are 
benefitting with that amount and you are having a loss of that amount? 

Well, I, I Just, I'm just concerned that the bid/offer spread is wide, and I don't know 
where the, the, the prices are when we trade. That's basically what it is, really. 

Ok, so then, then, I think that we need to get Jean Francois to take a look of the 
marks and see if there is anything that is being done inappropriate. What I was 
telling Achilles is that we haven't, we haven't had recently, any substantial, how do 
you call, actually I forgot the name, discrepancies in the valuations with clients, or 
my market disputes. 

Ok. 

So if we would have something of that nature, we would have substantial market 
disputes. But in any case, so i'll take a look, and then we'll take it from there. 

Can I, just, I want to, like, you know, comment, you know, Daniel, like on a couple of 
things. Like you know, just to put, like, you know, here, like, in retrospective, you 
know on these things. On the externalitation that's like a long-term thing, you 
know, we are working together, nothing is going to change. This is not of the 
moment, right? We are on board. Second, on the issue like, you know, like you 
know, coordinating our activities to optimize, like you know, our individual RWA and 
capital and overall the firm, that is also something, that you know, like the 
externalization, I want to, like you know, use, you know, Ashley and company and 
I've been, like you know, completely open, you know, in all aspects, you know with 
the guys that I want to work, you know to that solution and that Is like a second 
point. What, like, has erupted, like you know, today, you know, is, like, you know, 
an issue of, like, you know, disfunctionality in the way that we making the market. 
You know, I personally do not know, or am saying or claiming or mentioned, like you 
know, to Ashley, that, like you know, this disfunctionality is, like you know, our fault, 
you know, the IB's fault, or somebody else's fault. I don't know. Do you 
understand? I know there is tension. Right? It can be only in our head. Now, if, 
yeah? 

One of the things, one of the things that I will do without mentioning anything that 
we have [indecipherable]. I will check with [indecipherable] to see if any CIO 
activities in mark, with some, let's see if they, if this is something that they even 
notice. 

Right. So, like you know, what, all I'm saying is like you know, here. So the nature, 
like you know, of the call that I was asked to do, had to do, like you know with the 
issue, you know, let's not, like you know, escalate. You know, this, you know, 
tension and needs, like, you know, complementary positions that we can settle 
administratively. Right? You know, let's do that as opposed to, you know, 
continuing, like you know, being visible JP by JP into the street. Like you know, 
doing things dysfunctional. Dysfunctional. I think, does^^j^^^ji^ili^ip^iyggg^t^Q 
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things or, like, in the subject to disciplinary action. I don't know, I think that, like 
you know, Javier seems to be a little bit more convinced, like you know, the 
positions that, you know, that he has, like you know, they are known to the IB. And, 
like you know, the positions. [Speaking to Mr. Martin-Artajo] What is the system 
that you were telling me called? 

Mr. Martin-Artajo: ICE. 


Mr. Maoris; 


Mr. Pinto: 

Mr. Maoris: 
Daniels: 

Mr. Maoris: 
Mr. Pinto: 

Mr, Macris; 


Mr. Pinto: 


Mr. Macris: 


[Speaking to Mr. Pinto] ICE. That the, the thing that goes into ICE. You know, the 
dealers, you know, see. I don't know. You know what I'm saying? I have not 
investigated. I don’t know. My thought it was not about the disciplinary things or 
punishing anybody. What Tm not saying, like you know - 

No, Achilles, Achilles, Achilles? Sorry. That's, that's not right. Someone is acting 
wrong. So, I'm not going to accept any of the persons that work for me that don't, 
that don't operate with 100 percent integrity. 

Ok. 

So, there is, there is an accusation. This is what it is. You may have, it may be right 
or wrong. Alright? Let's investigate and, and, and come to a conclusion. 

Good. 

If someone did something wrong, so there, there will be a consequence of it. Of 
course. 

All Tm saying to you is, like you know, that is not where my thought is, like you 
know, Tm happy that, like you know, that I opened to you what, like you know, 
Javier presents to me. Same thing, together from the same time, like you know, as I 
do, because I asked him to compile it and to put it down, because I understand the 
seriousness of this thing. It’s not where my head is. Do you understand? Like, ok, 
we'll look at it, but, I understand, you know, that your approach is like, you know, 
on the up and up. I much appreciate it. You know, the, the point of this call that I 
was asked to do here, you know, and you people involved like Irv does not know the 
book, and, you know, whatever, Ashley, on the outside of the airplane, obviously I 
don't operate this way, as you know, for many years. You know, it is, like you know, 
the issue, there is, like, you know, something that will play in the public arena. 

Right? You know, for whatever reason, you know, let's sort it out. So I think that 
it's not - 

But, but, ah, yeah but to think, to think, that someone from us, or Olivier, or anyone 
else went and openly in the market, talked about your positions, really? I would be 
extremely surprised. 

Ok. 


Mr. Pinto: 


Mr. Macris: 


That the market knows that, what your positions are, that may be, because you 
bought tons of it, 


Yeah. 


JPM-CIO-PSI-A 0000140 
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Mr. Pinto: 

Mr. Macris: 

Mr. Pinto: 
Mr. Macris: 

Mr. Pinto; 

Mr. Macris; 
Mr. Pinto: 
Mr. Macris: 


So then, so then, [indecipherable] for now. I mean, if you sold them back, there are 
only three players in this space. So, it is very likely that people know what you have. 
But in any case, I think that we'll take a look and see what it is. If we did something 
wrong - 

Again, I, all, all I want to tell you, like, I think that is, that is great that you are doing 
it, and I appreciate it. It is not, like you know, for me here, you know, I don't want 
to, like you know, represent to anybody, and I certainly did not represent this, you 
know, on the quid quo, where at, like with Irv and Ashley, that like you know, there 
is, like you know, something here with, you know, disciplinary, you know, actions, 
you know, we're talking, like you know, if there is - 

Yeah, but Achilles, Achilles, you know that when - 

Ok, but I choose to, to, have like what is important to me. I'm just stating it to you. 
Right? You know, you - 

Yeah, I, I understand but, but, as I told you, things that that, when Ina goes and talks 
to Hogan and the whole company, this, this is, it was really it, probably. 

Yeah. 

Ok, thank you. 

Alright, man. Take care. Ciao. 

### 
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From: Drew, Ina <Ina.Drew@jpmorgan.com> 

Sent: Mon, 23 Apr 2012 11:04:41 GMT 

To: Goldman, Irvin I <irvin,j.go1dman@jpmchase.com> 

Siihiprt- Lsiaest OTC Collateral Call Dispute Report plus Update on Collateral Disputes Reported to 
^ ■ Supervisors 


From: Macris, AchiilesO 
Sent: Monday, April 23, 2012 03:32 AM 
To: Drew, Ina 
Cc: Wilmot, John 

Subject: FW: Largest OTC Collateral Call Dispute Report plus. Update on Collateral Disputes Reported to Supervisors 
FYl 


From: Bates, Paul T 
Sent 22 April 2012 13:32 

To: Stephan, Keith; Macris, Achilles 0; Martin-Artajo, Javier X 
Cc: Lewis, Phil; Enfield, Keith 

Subject: Fw; Largest 07‘C Coliatera! Cali Dispute Report plus Update on Collateral Disputes Reported to Supervisors 

Below is Fridays mail from the collateral team that raised the issue. It breaks outthe overall disputes as at 18 April of 
$5 15mm per cp (ABS mtm of these positio.ns is approx. $-39bn difference Is only 1,5% of this). Morgan sta.nley is the biggest 
dispute at $117mm this is what triggered the collateral review. This is mostly tranches as it is on our.bilateral trades-andthe 
majority of the index trades are facing ICE. The biggest difference by instrument is the Itraxx Series 9 lOyear 22'lpOtranche 
which is approx $95mm. Collateral disputes are not uncommon at the firm level. We do occasionally get collateral disputes, 
the bau process Is for MO to check the bookings and tie out positions and for VCG to confirm the mark, MO have confirmed 
with the collateral team that the positions have been fully tied out with the counterparty other than a very small number of 
trades with an Immaterial variance that have parameter breaks. 

Currently VCG are working on validating that the. book is marked with in thresholds (focusing on the top 19 instrument 
differences which is about 90% of the total) and are looking to completing this tomorrow morning. The desk were given the 
break down on Friday as well. VCG will also look at any findings from their work as well. 

The collateral team also provided a time series which shows the overall difference growing through March to, a approx. 
$500mm at March month end. March month end was tested as satisfactory by VCG. 

Thanks 

Paul 


From; Lewis, Phil 

Sent: Friday, April 20, 2012 03:16 PM 
To: Bates, Paul T 

Subject; FW: Largest OTC Collateral Cal! Dispute Report plus Update on Coliatera! Disputes Reported to Supervisors 


From: Wiimot, John 


CONFIDENTIAL TREATMENT REQUESTED BY 
J.P. MORGAN CHASE & CO. 
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Sents Friday, April 20, 2012 9:04 AM 
To: Lewis, Phii 

Subject FW: Largst OTC Collateral Call Dispute Report plu$ Update on GQHteteral Disputes Reported to Supervisors 


Phi! - fyj. Rory seems to be working on this with the JFQ. ! have alerted £d as well. 


John iC. V^lmot 


Chief Investmwt Office I E3.|s2l 


J a Work: i21i2J S34-54S2 j 8 Cell: (917) 6<.4-iei9a 


From; Demo, Mark 

Sent: Friday, . Aprii 20, 2012 9:01 AM 

To: Wilmot,. John 

Cc: Morris, Andrew Xj Miller, Charles R; BJarnason, Davjdj Huglies, Jason LDN 

Subject: FW:: Largest pTC Collateral Cali Dispute Report plus Update on Collateral Disputes Report^l to Supervisors 

John 1 wanted to bring something to your attentjon. This is a weekly report that we in I'B ColJateral produce that reflects the 
ID largest collateral disputes for the week. You should know thatm^ourtop 10 this week we have quite a few disputes that 
are largely driven bymtmdifferences on CIO London trades. If I look at th.e total mtmdifferences across the CIO book facing 
the Grl5 - the rntrn difference totals Over S.500MM. 

1 have included .a break out of yesterday’s rhtm differences by 6-15 firm for only the CIO. London credit book. The nurTibe:rs in 
the own column show our trade count facing the counterparty. The numbers in the Diff MTM column show the total mtm 
difference across the CIO London trades facing the counterpartyindlGated:. 


. Redacted by the Pennaneni 

Sabcoiomittct on RivestigatlofH 


I 


We are in correspondence with your middle office (Rory O’Neil) who has taken our questions regarding thes;? differences tp 
your Front Office. We are awaiting a response. We are also doing mtm difference based on product type and underller which 
we will have a tittle later today. 

I am working from home today- Lean be reached you want ta talk. 


Mark Demo j IB Coilaterai j J.P. Morgan | 383 Madison Avenue, 11th Poor, New York, NY 10179 i T: 212 622 5485 ) 


JPMC INTERNAL U5EONLY 


From: Demo, Mark 

Sent: Thureday, April 19, 2012 6:33 PM 
To; Staley, Jes 

Cc; Zinke, Steinar X; Sankey, Brian; Eicheiiberger, Stephen; Cox, Andrew UK; Christ, Michael; Eckstein, Peter C; Waller, Lawrence; 


CONFIDENTIAL TREATMENT REQUESTED BY 
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Ambrecht, Mary R; Hanrahan, Kteran; Brough, Rjchard; Magnu^ Arthur; KeaJJng, Karen R.; Bessin, Jean-Francois X; l<3ng, Ian A; 
Bishop, Elizabeth W; Compton, Paul H; Zames, Matthew E; Mast^, EU^he; PintD, Daniel; Hernandez, Carlos M.; Rkxi, Paul A.; IB 
Credit Risk Reporting; Scott, Nicola R; Robbins, Nigel; CyRouike, Erin; K Europe Collateral; Sims, Mark; Bruce, James A; Moor^, 
Christopher D; Morris, Andrevy X; Magalhaes, Augusto P; Miller, Charles R; Moffrtt, Albert J; Cisz, Marit M; Poz, Itiomas I; Rallan, 
Luke X; Lee, Louis TH; Winkeirnan, Amanda D; Mcajnagh, Daniel; Diaks, MarcX; Morzaria, Tushar R; Beneski, Beverly J; Gaunekar, 
Siddhi P; Thomey, William D; Robinson, Scott A; Willcox, P; Jhamna, Saryay X; Vigneron, Olivier X; Munro Directs; 

Munro, Graeme; Rubenstein, Stuart; Leach, Mark; Rokkos, Angela; Nuttall, Kenneth E; Nandanar, Preeti H; Bcgle, Andre A; Warnier, 
Daniel P; Boi, Simona; Dewson, Thomas X; Kane, Karolina Healey, Gareth; Hurley, Jonathan X; Eicheriberger, St^hen; Miller, 
Charles R 

Subject: Largest OTC Collateral Call Dispute Report plus Updafe on Collateral Disputes Reported to Supervisors 

Attached is this week's report detailing the 10 largest coHatera! call disputes on the OTC derivatives book. In order 
to reflect ongoing issues with some of the larger broker dealers, ttiis report lists counterparts with which we are 
seeing consistent differences regardless of whether It is JPMC or the counterpart that is showing exposure. 

The report also reflects updates on collateral disputes previously reported to Supervisors as welt as those disputes 
tracking to be reported to Supervisors for April month end. 

The RAG ratings in col O are defined as follows: 

Red = a dispute meets the age. size and risk rating criteria set out in the grid below, 

Amber = the dispute does not meet all the criteria on the grid 

Green = either the dispute has been resolved since the date of the data cut for this report, or resolution is 
imminent. 

cid;image003.jpg@01C9C8D7.D841BB00 


Mark Demo 
212-622-5485 


Mark Demo | IB Collateral | J.P. Morgan | 383 Madison Avenue, llth Floor, New York, NY 10179 | T: 212 622 5485 t 
m.a.rk.tigmo'^ipmonaan.com 

JPMC INTERNAL USE ONLY 
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From: Goldman, Irvin J <irvin.j.goldman!aijpmchase.a3m> 

Sent: TIiu, 03 May 2012 00:22:41 GMT 

To: Braunstefn, Douglas <Douglas.Braunstein@jpmorgan.com> 

CC: Hogan, John J, <]ohn.J.Hogan@ijpmorgan.com>; Bacon, Ashley <Ashley.Bacon@jpmorgan.com> 

Subject: CSW 10% 


Doug, 

On pagefour of the materials is a graph of csw 10% since beg. 2011 Please let me know if this satisfies your request, 
irv 

From: Goldman, Irvin J 
Sent: Tuesday, May 01, 2012 01:'49 PM 
To: Hogan, John 1; Zubrow, Barry L 
Subject; CIO Risk Material- As requested 

John, Barry 

Enclosed is the background materia! you requested for the audit committee meeting. Let me know if you need anything 
more. 

Irv 


CONFIDENTIAL TREATMENT REQUESTED BY 
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Executive summary 

■ Limit structure for synthetic credit book is incorporated within the overall CIO MTM credit limits. 

■ Synthetic Credit VaR is large percentage, of overall CIO VaR, 

■ Existing risk metrics and risk appetite were consistent with historical experience . 

>■ Recent experience more consistent with extreme tail scenario. 

■ Large stress loss reduction actions taken during Q1 increased substantially complex risks not captured by 
the cunent limit structure. 

■ Substantial notional and risk changes occurred within a very condensed time period in late Q1 . 

■ Risk management initiated overall review of all CIO limits and governance policy in February 2012. 
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Background 

CIO Synthetic Credit in the context of the portfolio: 

■ Historically intended to provide positive P&L protection to large credit events. 

■ Partial offset to long credit exposures in the AFS portfolio. 

■ Risk protection strategy changes in 2012 iroTn historiral profile. 


Risk profile evolution: 

■ PreQ4 2011 

■ The portfolio was net short risk to credit spreads, with upside on HY defaults, positive spread convexity to a seli-off/ 
widening. 

■ In preparation for large expiry of HY short risk positions in Dec ’1 1 , arid contemporaneous with Increased long risk 
positions in Q3, the HY short risk position is increased,. 

■ Q4 2011 

■ 30 Dec CSW10% sensitivity is maximum short at +$152MM, HY default of AMR in Nov' 2011 , with emerging default risk 
among other names (e.g. Kodak Rescap), High yield indices become less liquid. 

■ Q1 2012 

■ To neutralize the net short risk position emanating from HY short risk positions, yet to retain upside on defeults, 
Investment Grade long risk positions are increased (this increases frie concentration risk to series 9 instruments in CDX 
and iTraxx, and increases sensitivity to the ’Compression' risk of relative value between IG and HY positions. 

■ Portfolio netCSW10% moves from +$152MM to -$152MM as at 30 March. 

■ Short Risk neutralization strategy creates substantially higher complex risk profiles. 

- Directional credit spreads 

- Compression (investment grade vs. high yield, US and Europe) 

- On-the-run/off-the-run basis 

- Curve 

- Tranche/Correlation 

- Interest rates 
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Position Evolution 2012 
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» Managem«Tt;d^^fcto:reduceshortriskposttioh: 

■ 1 . Spread *50% position turns from long protection to long risk 

■ 2. Significantificrpaseifri net notional position (not rndteative of risk position) 

■ 3. Decrearaing Index equivalent during lQ‘i2.:butifTcrease in spread +50% tells a different story 
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Risk metrics and limits: CIO limits structure 


■ For MTM instruments, limfts encompassed both the accounting designated investment portfoiios, as well as hedge activity 

■ Limits were riot set at the speafic level of ttie Synthetic Credit Portfolio 

■ Limits in place include: 

■ CIO VaR 

■ CIO stress 

■ Credit spread sensitivity (CS01) 

■ Exposure to 10% wider spreads (CSW10%) 

■ Limit excess during IQ in CS BPVwas approved with a plan to revise the limit as csOI comingled hy and IG cs01{not beta) 

■ Review of all CIO limits and governance initiated in February 2012 


Limits usage history 
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Corporate risk appetite 


■ Corporate Risk Appetite: ‘No quarterly loss greater than ($2.2B) ~ ($1.5B) Corp. ex PE; ($750mm) PE; $0 CIQ" 

■ CtO contribution to corporate: 

■ CIO stress limit on MTM set at SSOOmm, consistent with historically delivered performance 

- Recent change in MTM stress limit to $1 ,DB driven only by inclusion of preferred stock investments 

- Stress performance of MTM activities not expected to breach risk appetite 

- Actual P/L driven by a series of idiosyncratic tail risks 

■ VaR, stress. P/L experience did not foretell relative value dislocations 

■ Focus of risk metrics was performance of synthetic credit in credit deterioration scenario 


CIO MTM revenues in the context of the overall corporate disclosed revenues 


1Q12 

A« ret>oft>d In the EPR Supplement ($mm) 


Principal IfBosacliora $ 113 

Total pftyeia equity qainsrOosses) 32S 

Securitiea gains 449 

Net interest income 16 

MTM VaR 95% 67 


4Q11 soil 2Q11 1Q11 

$ 324 S (S03) S 745 $1.S8 

(149) (440) eie 727 

54 807 637 102 

245 6 21S 34 

69 49 51 60 


4Q10 8Q10 

S 567 5 1.143 

387 750 

1,199 99 

(131) 371 

49 53 


2Q1I? 1Q10 

5 (6^ 5 547 

75 135 

990 610 

747 1.076 

72 70 


4009 8Q09 


5 715 i 1.1® 
273 1SS 

378 181 

978 1,031 

78 99 


2009 low 


$ 1,243 5(1,493) 

PO) (482) 

366 214 

865 969 

111 121 


MTM Revs nuesfw^ CIO & CRP (Smm) 
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CIO risk appetite 

□RPC January 2012 




Financial Status 



■ Positive NU relative to sinictural risk tranrfer Baseline Lowest Nl (qlr) S114,6inrn Q1 2012 

■ MTM Overlay stress no more than two quarters budgeted MTM revenues H'lghty Adv Lowest Nl (qtr) $ 2.4mm Q1 2012 



■ Bud9etedtolaifevenuos2012i1.77B Baseline Lowest ROE {qtr) 3,2% Q1 2012 

■ TargetROE ofatleastl6%basecJoncapitalof$6.5B Highly Adverse Lowest ROE (qtr) 0,1% Q1 2012 



■ Single name exposure Subject to lirmwide Single Name Ri^ policy 

■ Country Risk subject to firmwide Country Risk nmits 



a VaR : One day, 95% unexpected loss in normal martet corrfillons measured against a one year unweighted looK-batk period. Limits for MTM activity 
■ Stress; FSi LOB worst Case (stress loss); appliedlo MTW.AFS and structural riskswap 

• Largest broad exposure categories are interest rate risk and credit spread risk which are subject to asset allocation from the SAA Investment Committee 



■ Duration of Equity limit on overall structural Interest rale risk position 

■ Currcntty analyang impact of inclusion of OCI In regulatory capital under Basel III capital rules 



■ Or^otnglechnolpgy Initiative to Increase capability and streamline dpsrating environment on track 

■ increased focus on key operating and reputational risks 

- Targeted tumovw in key finance’and frOnt^office personnel during 01 2011 ; replacements and additions possess significant finance and control related 


backgrounds 

e Focuang signiRcantattentforiun ensuring compliance wfth regulatory reform requirements including the Voicker Rule and derivatives clearing 
• Coritinue to O'ptimize straight through processing rates and apply rigorous controls over cash and securities movements 
■ No errc^s with materiaJ finandal impact in 201 1 
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CJO Synthetic Credit and risk appetite 


■ Synthetic Credit is a significant part of CiO’s MTM activity 

■ Generally very benign P/L experience relative to VaR 

■ PL experienced in March and April 2012 represents a tail event of relative market moves 

■ Synthetic Credit VaR has generally overstated actual P/L and did not capture potential for 
recent moves 
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Capital Metrics History 



o 


■ RWA measurement model for credit derivatives under development for implementation with Basel lil 

■ Firm is managing to Basel III measures, though regulators do not yet require it 

■ Managing to the model and model developments showed promise as total RWA reduced during December and January 

■ From late January through February model output was halted due to technology issues 

■ Portfolio managers attempted to estimate capital based on VaR output 

■ VaR however tied to much more “normal” (1 in 20 day) part of the distribution 

■ Capital was increasing but QR could not provide ihforrriatjon for 5 weeks. 
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JPMorcan Chase&Co. 


New Business Initiative Approval 

Chief Investment Office 


Updated 07/17/2006 


Contents 


Rationale 

Changes from Previous Version 

Key Points 

Policy Statements 

1. Definition 

2. Sponsorship 

3. Process 

4. Due Diligence 

5. Sign-off 

6. Other Considerations 

Regulatory Requirements 


Rationale 

This policy was originally approved by Chief Investment Office’s Risk Committee on 
May 5, 2005 and was effective as of that date. It has been developed in accordance 
With the Firm-wide policy New Business Initiative Approval (NBIA), which requires 
each line of business to establish an NBIA policy following certain guiding principles 
for risk control, and approval of that policy by the LOB's Risk Committee. 


Changes from Previous Version 

• The Rrm-wide oversight process has been discontinued. As a result, the new 
Rrm-wide NBIA policy shifts responsibility for determining the appropriate level 
of due diligence and sign-off required for all new products or initiatives to the 
lines of business. 

• For CIO, the role of oversight, formerly performed by the Rrm-wide new 
product group, will shift to the CIO Risk Committee. Individual regions or 
business lines will continue to sponsor new initiatives and manage the NBIA 
process, including co-ordination with all groups requiring sign-off. 

• Ail NBIAs should be submitted to the CIO Risk Committee for concurrence 
prior to commencing the formal sign-off process. 


Effectives '05/17/2006' Undated: 07/17/2006' Policy No.: 01.00,04.20 , 

Category: Risk Governance 

uoBs: Chief Investment Office (OO): Stn«^ral Interest Rate Risk Management ^ ell regions, MSR (Mortgage 

Servicing Rights) hedging wiii^ies/fX'bedgingaiclivitles. Equl^ and Credit trading activities. This poilcy 
may be updated at a iater.date for the lncliJsi«._of,COU/80lX Pension ^Retirement Plan and other GO 
activities- • 
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Key Points 

• This policy establishes guidelines for CIO New Business Initiative Activity 
(NBIA) approval, repladng New Product Approval (NPA) guidelines. 

• Establishes minimum requirements for sponsorship of NBIA and the required 
approval process. 

• Mandates Regional Business Head sponsorship of NBIA and documentation 
of all new business initiatives prior to inclusion in CIO authorized instrument 
listing. 

• Shifts oversight role for new initiatives to CIO Risk Committee from 
centralized corporate group (now disbanded). Requires submission of NBIA 
to CIO Risk Committee prior to its launch. 


Policy Statements 

1. Definition 

A New Business Initiative Approval (NBIA) Is the introduction of a new or changed 
product, service or activity. The materlaiity of a change is a determining factor in 
identifying the appropriate risk control procedure to be followed. In a broad sense, 
new initiatives include the following: 

• A new product to a region or business line with CIO. 

• A significant change to an existing product or business activity that significantly 
alters the risk managed by CIO. 

• Introduction of a product or activity in a new location. 

• A new product or activity requiring significant change to systems, operations or 
middle office infrastructure to process. 

• Revival of an existing product or activity that has been dormant for a significant 
period of time. 

2. Sponsorship 

Each NBI should be sponsored by a regional or business head (direct reports). The 
sponsor is responsible for proposing an NBI to the CIO Risk Committee prior to its 
launch. The proposal should be in the form of a business case analysis and include, 
where appropriate, the following Information: 

• Purpose (e.g. required to hedge incremental risk). 

• Cost estimate for systems or processing. 

• Incremental return or financial P&L estimate. 

• Person responsible for managing process (e.g. business management/CFO 
representative). 

• Associated infrastructure (systems, legal enbties, etc.). 

• Market risk, credit risk, finance, technology, etc. 


NBIA, Chief Investment Office 
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3. Process 

The NBIA approval process should indude at a minimum: 

• Regional or business unit head (direct report), 

• Market Risk Management. 

• Middle Office. 

• Operations and technology representative responsible for processing. 

• Regional CIO CFO/BM representative. 

• Audit. 

• Credit risk, finance, etc. 

The sponsor and/or associated Business Manager is responsible for hosting an 
introductory presentation to all deagnated signatories at initiation of an NBIA 
proposal. It should comprise a dear business rationale, overview of the product, 
proposed support infrastructure and outline any known issues. The forum should also 
offer signatories a chance to pitch IniOai questions or raise concerns/issues that may 
need resolution prior to launch. 


4. Due Diiigence 

The specific level of due diligence required for each new product or initiative will be 
determined by the product sponsor and reviewed, where appropriate with the CIO 
Risk Committee. In addition to the minimum requirements, the review should 
include, as appropriate, other risk control areas such as legal, compliance, credit, 
liquidity management, or other risk functions. 

The Business Manager (or sponsor) should maintain a master copy of the NBIA 
document and ensure it is kept updated. Approvers should submit comments, 
recommendations and conditions for sign-off to the Business Manager for inclusion in 
the master copy. 


5. Sign-off 

If an NBIA cuts across two or more locations where coverage personnel differ, the 
signatories should ensure approval is sought from all additional interested parties 
before offering an official sign-off on behalf of their corporate function. Approvals 
must be received In written email format from each and all designated signatories. 


6. Other Considerations 

• A post-implementation review should be done where appropriate to evaluate 
whether or not the original process assumptions were correct and whether or 
not the risk controls are performing as intended and that the activity volume 
is not taxing the infrastructure. 

• In the event an NBI-driven transaction is not executed within 1 year of sign- 
off, the NBIA should be re-circulated for re-validation. 

• Records of all NBI approvals should be maintained within the sponsoring 
location. 


NBIA, Chief Investment Office 
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Regulatory Requirements 

The NBIA policy is a key control for Sartanes-Oxley. Documentation of an initiative 
definition, controls, how appropriate risk area reviewers were determined and actual 
risk area approvals are to be archived for seven years. 

Interagency statements and individual statements regarding new initiative due 
diligence are regularly distributed by regulators. As an example, guidance as to the 
process to be followed to prudently manage the risks associated with new, expanded 
or modified bank products and services was distributed by the OCC on May 10, 2004. 

OCC Bulletin 2004-20, Risk Management of New, Expanded, or Modified Bank 
Products and Services: Risk Management Process is found at 
http://www,occ.treas.gov/2004/May.htm. 


Copyright © 2006 JPMorgan Chase & Co. All rights reserved. 


NBIA, Chief Investment Office 


4 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-ClO-PSi-H 0001145 



1883 


05/22/2008 15:32 2123345550 


CIO 


PAGE 01/30 


Chief iBvcsfment Office 
New Business Initiative ApprovaJ 
JExecntivc Summary 



Credit aitd Eou)ty Capability 


NA/EMEA 


Achilka Macria. Andy Pairasres 



Brief Initiative Description 

GO iKeds broad product capabjlity/expertise lo dynaiutcaiiy allocate 
capital and invest across asset classes, as well as lo efTectively manage 
residual exposures created by the Finn's operating businesses. Tlie key 
areas where GO needs to initially build out its product capability ate ta 
Credit 8 l Equities. 

Economic Rnlional for 

Proceeding 

C^dit: 

■ The FbtiB has large cyclical exposure to credit, wbich is the single 
largest lisX ccmcenljatiiM) from the opernling businesses. 

■ Credit exposure and capital axe increasingly fungible (Basel 11). 

■ aO to add <»«dit capabilities to manage macro overlay programs 
sinalar to inierest rates, mortgages, and foreign exchange. 

Equity: 

Provides QO with capability to opporttmistically allocate capital to 

equities to: 

• Refine and target existing macro viewa. 

■ Complement CIO’s existing product capability in constructing 
macro hedges over the economic cycle. 

Key Changes From Current 
Activity 

Credit: 

CIO conenily has very limited credit capability, mainly being confined to 
yield enhancement strategics. This initiative xvil! provide die platform to 
build CTO's capability id order to allow CTO to manage corporate credit 
exposures and diversify its asset classes. 

Equity: 

CTO curwnlly trades exchange traded equity index products with roost of 
the cuncDi activity being focused in Asia. The expanded product set will 
allow CIO greater capability in targeting sectors and indices across 
regions. 

Systems: 

GO will be using the PYRAMID iofrasTTucture and booking model for 
both credit & equities, which although well established within the Firm is 
new to CIO. 

Changes to Operational 

Processes 

GO will reiv on the Ewiry Derivatives Groun (EDO sunpori model. This 
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will be determined and govemed by a Service Level AgreeroenL OOvrill 
retain ownoshipofbalnDce sheet substantiation- 

Key Ri.‘:k Issues 

QOwilibcicliBntupoR the BJ3G middle office processing and 
conTinnation activity. This will be addressed via SLA between CIO and 
EDG stqipoiT. 

Risk Rating (.1,2 or 3) 

2 • Medhim 

l^ew products nud ^tems to QO, t»t not to the Firm 

PriOTitv Ratine (A. B or C) 

A - Hleh 

Other Significant InformatloTi 


Tareel Launch Dale 


Date Authorized to Proceed tvilb 
Development 



Guidnpce : 

Initiative Approver: authorizes initiative development, agrees the initiative launch and prioritizes initiatives for 
development. The initiadvc approver should be n direct repon of the CIO. 

Initiative Sponsor: the Sponsor should typically be a Portfolio Manager. 

Ris)i.]Raitngis based on Incremental risk and materiality of risk change: 

1 - Hifib Risk - sigiii/lcrutt incremental mk - new business for die area, significant residual risk after risk manogenjent, 
manually intensive environmejit, considerable legal ctqtosute, cross border issues, significant effort for Regulator 
approval, infrastructure under sttws, major investment of capital, significant balance sheet implication 

2 — Medium Risk- ffior/crofe incremental rub • rnultiple risk control areas arc affected rcqidriiig ao59 discussion about 
the risks and operational eonsideretions. 

3 ^ Lew Riak - little ineremenial risk - iniplemertiation of a vanillo initiative requiring the iovolvcmcnt of several risk 
control areas where only minoT concems are anticipated. 
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JPMOrganChase Q 


Chief Investment Office 
New Business Initiative Approval 
Proposal 


Credit & Equity Capability 


Initiative Sponsor 

Achtites Mieri^ 

An^ Pofiniret 

Key Contact 

Ro^ KibWe-whiie, 
A)>wnG'OV»nn«lli. , 
Br>n<lan Xonigjberg. 
doAnie Kindler. 

Mton lloelKS 

Date Authorization to Develop Received 


Tarect Launch Date I 
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1. Proposal Summary 


lS*me oflniHalive 

Qc6it aod Ecpi^ 

Portfol)o(s)^egions(s) 

NA/EMEA 

IniliaUve Sponsor 

Achilles ^4^cris, Asdy Paozures 

IniUflfive Approver 


Brief Initintjve De.scrtp{ion 

CIO needs broad product capability/cxpertise W dynamically allocate 
cQpitiil and invest across asset classes, cs well tu to eOecft vely manage 
residual eeposures acated by the Finn’s operating businesses. The key 
areas where QO needs to build out its product capability are in Credit & 
Equities. 

Economit ralionaic for proceeding 

Qedit 

■ The Finn hns large cycBtal exposure to credii, wliich is the single 
largest risk concoitnitioQ from the operating businesses. 

■ Ocdii exposure and capital are increasingly hingible (Basel tl). 

■ CIO to add credit capabilities to manage macro overlay programs 
similar to mterest rates, mortgages, and foreign exchange. 

, Equity: 

Provides CIO with capabib'ty to opportunistically allocate capital to 

equities to: 

■ Refme and laigel existing macro views. 

■ Cojupleincm CIO's ousting product capobility In constracting 
iDscro hedges over the economic cycle, 

Key changes from current setmty 

Credit 

CIO cunrcntly has very limiicd credit capability, mainly bring confined 
to yield enhancement stniegies. This initiadvc will provide the phtfbim 
to build DO’s capability in orda to allow OO to manage corporate 
ptoperties and diversify its asset classes. 

Equity: 

CIO ewently trades exchange traded equity index products with most of 
the cuirent activity being focused in Asia. The expanded product set will 
allow CIO greater capability in targeting sectors and iodices. 

Systems. 

CIO will be using the PYRAMID in&astruchjrc and boobng model, 
w^iich although well established widtin the Firm js new lo CIO. 

Key Risk issues 

CIO will be reliant upon the EDO middle office processing and 
conTinnaiion activity. This will be addressed via SLA between CIO and 
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EDGsoppoit 

Risk Rating (1,2 or 3) 

-2 -Medium 

New products and aystcuE to CTO, but not to tlie Firm 

Priority Rating (A, BorC) 

A-m^ 

Processing Location 


Main systems impacted 

STS, PYRAMID 

Other LOB’S or Legal Entities 

ImpacteJ 

Batik and Whitefiiars Inc. 

Opcrofionol impact 

(include anticipated vohimea ond key 

capacity metrics) 

Anticipated 

M.on.thy Veij 

Dcdit Indices; iTratct, CDX etc. . 80 

. Credit default swaps 40 

Exchange traded index futures 400 

Options on exchange traded futuies 200 

OTC total return swaps on indicin/scck 50 

Bxchanee traded sectorial products 50 

Other significant information 


Regulatory approvals required 

No 

Dalance Sheet usage 


Other Policies Impacted 


Additional Headcount Required 

4 traders - 2 in EMEA , 2 io New York 

2 FTB cost allocation from Equity Derivatives group 

2 GO Middle Office FTE , 1 in Bs4EA , 1 m Now York 

Date aatherized to proceed tvitb 

deveiopmenl 


Target Launch Dale 

Lstc April 

Key Contncl for questions 

Roger Kibble-White, Alisoo Giovannetn, Brandon Konigsberg, Bonnie 
Kisdlcr, Lrson Hughes 

Person responsible for Post 
Imoiemenlatton Review 
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2. WoTkiag Group and Approvers 


Stshcholdcr Are* 

WsrUog Gnup 

Siguiore 

AEfceil 

ComnleUen Dole 

Date Approved 






Glnbi! Keed 

Ot^ 





Joe Bonocore 




Portfcdio Manegef 0n>»a‘'''c SpcnsotJ 

AehiUes Macm, Andy 
PmtOTS 




Regional CFO 

Brandon Kcsupbtfg. 

Roger Kibble- While, 

Cotvit l.e< 




T&O Mimegcr 

ARson Ciovannetta, Phil 

Low) 














Marhcl Rlik. Credil ftith i VCC 

Bob Ruob. RcAa LoM>n>>f 




Finence- Aecwuiting 

M»k Afien, AIlKtcr 
teifiev. Dand Alouider 





Keith Enfxld/Mafli Weba 




Finance -Controls 

&U>ot Honcyfield, Nancy 
Dcnnciv 





JoeCWrmv Nick Wood 




TAO - Opereliors 

AKmt Ciovaniicsri, BonnR 
Kindkr. Tom Mturo 





Mark FVediam 





Carolyn Monroe-XoaU 





Coiln NarrijoD. Sob Cole 





Frertcrte Mouchcl 




Audit 

eillMcManiu, Sally 

Rdarcll 









niher »> innrnoriate 










tcH»l Bntitv CrO/SFO 

AHhictJcKicv 





»S>en-Ofti cenW'i'ed i" s }tp»«te file diwrfl)o«ed with ihi* document 
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3, Injtialive Overview 

I, riescription. tconomicJialiptolSi^t. frovikfiareatl. expoMri valime. capocily limH: 

II. aujftriw Reiianole incMiig mnrkU Pfipofiaitilia nitd rUb 

Please see E:iecuin'e Summary. 


Proposed initial product list; 
Credit: 


- Credit Indices; iTraxx, CDX etc. - sec below for indices 

- Credit default swaps (not on corporolc ooines) - sec below for indices 

- Options on Credit Indices- see below for indices. 

For BMEA. Options on Credit indices are dependent upon the build out of credit products yviihin 
Pyramid Fguities, scheduled /or May^June 3006, and should not be irvded until this 
imp/Mie»rn/JOrt is complete. 

IndicM: 

Europe; Iiraxx, USA; CDX> Japan; Itrcxx 
Components: 


XovcT 5 yi 

- HivoJ 5 yr 

- Main IG 5 yr 

- Main IC lOyr 

- Finantisl Sub Index 3 yr 

- Financial S\»b Index 10 yi 

Options on: 

- Xover 5 yi 

- HivelSyr 

- Main 10 5 yr 


Equity; 

- Exchange traded index Aitures (already an approved product) - see below for mdiecs 

- Oprions (Exchange traded and OTC) on exchange traded futures - see below for indices 

- OTC total return swops on indices/seciors - sec below for indices 

- Exchange ended sectorial products - iSbares and SPDRs (for list of Exchanges and contracts 

Appendix 4) 

- Varianct/Voiottilty Swaps 

- Ourperformapce’Swsps 

Indices; 

- SAP 

- Eumstoxx 

- FTSE 

- CAC40 

- Nasdaq 
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- Dax 

- TtexSS 

- MIB Index 

- CME-USD dcnotranstedNikkd 

- CME-Ycd denominated Nikkei 

- Simex Nikkei 

- Simex Nikkei -USD denominated 

- MSa TAIWAN INDEX 

- TFE Taiwan Index denominated in TWD 

- StoxxSO Index 

- Swiss Market Index 

- Hang Seng 

- OMLX PTH6 Index 

- S&P TSE60 - MoDtrea) Exchange 

- FTSEMidlSO 

- TecDAX 

- Bovespa 

- Mexico - DOl-SA 

- Kospi 


Trade & Legal EnlJtj- Floxv 

i, Alt prrutnct /tow itingrim Inclurilhg etiernal raourett vtUizei 



- Client facing trade capfured in Pynumid 

- Trade settled through STS 

- Confirmation generated ihrouglt ?0DG a subset of STS 

- Pyiamid aoto generates a beck to bock trade between the Dank and J? Morgan Whitefriais Inc. 

- Pyramid auto feeds IPMCB and JP Morgan Whitefriars Icc General Ledger 

- Oiant risk recorded to JMPCB 

- Trade risk recorded in J? Morgan Whitefriare Inc 

f{. List I«#o< eiTfH'cT UKpoeitit 



- London Branch (trades back-to-back ilirough the branch) 

- NY Branch (trades back-to-back through the branch) 

- JP Morgan WTtitefriajs Inc. (ullimalc repository of tbe risk) 
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5. Market Risk/VaJu niion Control/Credit Risk 

Market Jtisk 


The initial pToduct slate is: 

Credit (JSrnm VaR limit): 

- Credit Indicies 

- Credit default swaps 

- Options on credit indices 

Equity (S 1 0mm VaR limit); 

- Exchange traded index futures (already an approved product) 

- Options (inc OTC) on exchange traded futures (already an approved product) 

OTC total return swaps on indiccs/scctors 

- Exchange traded foods 

The Business has. to dote, operated under a icgionftl limits jnfrastructurc therefore it may be necessary to 
realigD the hierarchy to be more reflective of a global risk framework by asset class. This will require 
developmental work from the VARS MO and ihc risk reporting teams. 

Ecnio'&s tr ading: 

From an Equities perspective the cxMlmg VaR Hunts will need to be supplemented with additional non- 
statistical measures such as delta and vega to ensure concentration levels arc kept in check and to more 
appropriately monitor the options-relaled risk. (See Appendix 2) 

positions will need to be booked into Pyramid (Bguihes version) and VARS feeds established to ensure 
appropriate risk capniic - this should exactly match the sci-up for institutional Equities. VaR is calculated 
within Pyramid and the p&i vectors are fed to VARS for consoHdation with the rest of Oie business's 
portfolios, Risk is fed from Prada (Pyramid’s ftont-eud risk tool) to VARS cn to ‘underlying’ basis (e.g. 
FTSB, DAX, Eurostoxx) as oppose to individual trades therefore Prada will need to be used to view trade 
dctnils and observe relative value sector strategies. MVaR will also requfre access to Prada/Allas. 

Crodil trading; 

CretHl trading is esseotially a new business and therefore requites a new limits infrastructute comprising 
botb VsRand non-starisdesi measures such a.'s 10% credit spread widening, csbpv or deftuU exposure. 

Ideally CIO should eloae the Crcdil Hybrids vereion of Pyramid and utilize the 'Trevor” dataluise to utsure: 

(i) Index exposures are fed on a decomposed oame-by-naTne basis for more accurate VsR cempuiDtion and 
to feed the Single hJajite Position Risk monitoring process. 

(ii) options can be appropriately liandicd (Ihe Equities version does not support credit options) 

CIO will also need to clone il>e separate PCM fe^ from Trevor for regulatory capital ptirposw. 

}t is understood that owing to systems coustiaints the Credit Hybrids foncticoaljty within Pyramid will not 
be available Cot use by CIO until May/June 200(5. CIO should therefore refrain from urdcrinWng 
credit option* trading untit this time. SiiKe the Equities version of Pyramid is the only platfonn available 
then there will be a number of short-comings, namely; 

a) no decomposed index feed 

b) TioSNPRfccd 

c) reliance on ihe Pjrajnid model for eomputing VaR (in which credit data is uoderstood to be dubious) 

CIO will Deed to additionally clone the PCM feed for regulatory capital ptappses and should ensure ilwi the 
relevant credit products are set up accordingly. 
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Given the deficiencies of the Pyrsinnd Eqmtics version for the credit trading activity. MV AR would insist 
that in the event the required systems development doesnot occurbyEndDfHr05ncw activities must stop 
and the QO Risk Commince must evaluate how to proceed. 


^ P’iT/nijriPn Control v~~ 

CIO is not a rnarket rnaVer and uses the Investment Bonk's risk and valuation systems to transact its 
products. As such CIO is a frrice taker using prices and valuation inputs controlled and deteimincd by tic 
market making businesses of the bank. QO’s Valuation Control Group coordinator will ensure that where 
pricing adjustments arc identified ftom the niomh end pti« test process for market making groups in the 
Investment Bank, that where CIO hold the same positions the adjustments arc also discussed wjih/applicd to 
CIO. 

Credit nading: 

The only candidates far reserves are credit sf^cad options which may qualify for Unobservable Parameter 
Reserves depending on the siic and type of positions held. Index CDSs tend not to incur reserves, however, 
if the business were to venture into single rame space theses posiijoos would qualify for Price Discovery, 
Recovery Rate and/or Concentittlion reserves. 


Financs- Acconnting 

i. Dacribt accoiinllBg trvtnvmno br. ailtisut 

The instruments in the initial product slate arc derivatives and as such must be marked-to-rnarket. These 
iieim will be created as trading instnimcots. ETF*s will also he seated as trading instrutDsnts. 

II. CewWer ^Iccwuiiiiig Poliey I'eWe'vo'Kf rtpilmery rtporllat I'opllcoilofu 
Regulatory considerations are eonsidcred in Section 8 below. 

HI. iVill ibt Bceaualiitg for the mr" ^woiluf/.i bt ptr/ermcH monually or w'U if ti* nHlomotfilf 

The aecoontins will be automated using the ACE accounting engine to generorc entries. 

Finance -Regulatory Capital 

IP Morgan Whitefriars Inc. bos no standalone regulatory capital requirements. Positions in J? Morgan 
WJjilefiiais Inc. will be subject to the Firm’s regulatory capital requiremeots: 

i. H/u this pntiuci been iri’iewif by rtgnloiory rtperling (VSonll ron- lA) 'o entiirt iluii H vHI bereporlrrl In oteorHnnro Kiib 
rtgiiloiiQ' riporllng rtijyironotls. Ltll any rcsulino<y TporiiAt f«vi.iV«i*>enij (VS nnii non-US) In rcMion to the ncir 
proHycl cmiproviHcoiititriplIon o/ Any rtguirenicnis Ibol Hlfftr from CAAP. 

This product been reviewed by regulatory reponing (US and non-OS) to ensure that it will be reporiert 
in accordance with regulatory reporting requirements. 


U. Fo' /Hti-Ooieii eepiial purposes, wlO iMs proAuet bookeA unAer (ntiffng or banhiif book nda aiiA has kgnl nnA 
nffiihiory rtpenhg rentweA ifte proponA (remmott. 

For Risk-based c^iul purposes, this product will be booked tuxicr trading book rules and legal and 
regulatory reporting reviewed the rn-oposed iicatmcirt. 
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»i. Will ihls prtuliici /crJ «'« npproprlole market, cevai^pi^ cnth'l im^ specific risk jysiams fif sB. please describe ihefeed 
nnuies. iniernel model, risk nnd tysleas. tad expropriate amuat in IccbMlcgy nnd middle lifflce)! 1/ not. have 

procedures nnd controls been pU In ptnam report ilataimaUp and ’wiotmU be lie eonlocipcrson/or morttial reporting? 

The foUoxving approaches -wil) be used to feed the Firm’s specific risk systems; 

- Credit: Cld' will leverage ihcEquity Derivatives Group’s PvHAMID infrastnicture. ClONviliusc 
the infrastructure to feed the Finn’s PCM model \^'ch will be used to calculate specific risk oo llie 
credit products with the excepbon of Credit Options which will be calculated using the following 
rule:- 

For option positions, long or short, the risk weiglucd amount is the iporket value of the effective 
notional amount of the underlying inatnimert or index multiplied by Ibc option’s della. The^e arc 
required to be reported on a manusl lennplBte. For credit options which arc NOT price based, we 
may not be able use a ration delta approach (we tray need to use a notjonalx 3% approach). 
Equity; OO will leverage the Equity Derivatives Group’s PYRAMID infrastructure. The Firm iws 
permission to use its inicmally calculated VaR for vanilla equity cash and derivative products 
subject 10 the application of a one time add*on. In order to utilise Ibis approval CIO will book 
equity products in a portfolio distirat to odier mstniirients. The add-on is applied os follows; 

RWA&omVAR- VAR*SQRT(10)'*3*12.5 
RW A for Specific Risk = VAR'SQRT( 10)* 1 2.5 

NoD-vanilia equity products (not in the scope of this approval) must be reported via manual 
template. 



iTOtiqrWt specified, 

the tatiqna.rferih?5'ts ^ Toilet^: 



Psy^pu! -tipit? f ^rn'ke.y^') 

. jf A-ei ,V^ «■' o'.ihM ^'b«l ;• 42 



pay-Oul. iO«tU-»'(>^t_Yol-Swiit«'^V5ip_ 

jf AW Voi ■ 0 ttim^/buf“t.toii;i3m*c_Vol. 


iv. .Descril’e ihe neliire ef tin)’ collaicnl h'.U in rtlsiio* r« (Ai'l prpdiKI 

No specific collateral will be held against the proposed products, however derivative MTM 
collateralisation will be subject to nornwl Finn collateral group process. 


V. /ipei Ms pniluel Impoa deposits ond. if so, hot Ms heem eommunictueP to rogflniiiiy nytnming/or purposes rtf fittoi/fl/ing 
nppnpiioie rtsims. 

This product does not impact deposits. 
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H«S nny Unpnd la ni* welghte/l amH buii !delltffl*il, twtoioKrf communiciiied lo rtgiilmry rtponlng. Art ihi 
/ipproprinie rlii wclghier/ cuitf Umils ia plaet mi beta revtoMnl hy **< vplleablt CFOf 

Given the «« of approved rnodcls as detailed above, the iinpact to risk weighted assets is not deemed 
to be materia! and can be acconwiodatcd witbm QO’s existing linxits. 


v«. H/is the miiheAalogy /or CBlaJaiiaf m* uti^lKd otfiu fitr y/R amt iptdfic rat been eomiDiin/'M/crf nnrf npprpvr^ liy 
rcgulalory rtportiag A Markt! Ritk kta’^gememf h any regalalory approrat or sperl/e Htk moAel developmcai rtqiiirct/ar 
>hir proAucIf 

The metl'odoJogy for calculating risk weired assets for VAR and specific risk been comrauDicated 
and approved by legulatory reporting. The nwdels have been approved by the reguiatore and hence no 
specific regulatory approval or specific risk model development is retjuired for this product. 


if ihit proAuol reijiilru rift {mchaSat general, ^ladfie oml eouaicrparty) haf ihe proAuel l>e«B JtitinifHejt lo 'Kg'ilolory 
rtporlias 10 upilnlA ike lUk iavtnioiy Hit} 

The product slaie is part of the bank’s existing approved products. 


8. Finance - Controls 

i. Conrtrfei- choapei lo die eonlrol eavimnmeal iacMIng promt, eoalmt profatarrj and review 
if Siirbaees Otity impllea'lomi ormemhip pf atw proceu lailag 

The Credit and Equity business will ultimately reside io JP Morgan Whilefriars Jnc. A new operational 
controls ten^lafe win be created fox SOX purposes specific to flic Credit Sc Equity business and will 
address oil key controls. Also, additional control steps wifi be added to the "CIO CFO” SOX icmplate 
covering this new activity. 

Discreet cost centers, SPN’s and boote arc being established for CIO Europe aod New York to.suppbn 
and segregate the activity. 


9, T&O - Techoology 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CiO-PSI-H 0001366 



1896 


08/72/200B 15:32 212e3465bH 


(JIU 







- Trade captured in Pyramid 

- P/L reported in Seal* on T , price review on t+1 

- Real time risk in AUbs 

- End of day risk snapshot in Prado 

- Prsda feeds VAR 

- Trade' settled in STS 
STS feeds G/L via ACB 

- STS feeds XDG for corrijimalion tracking and matchuig 

CIO’s technology team will provide boaic technology suppon for CTO use of Pyrarnd. 

10. T&O- Operations 


i, iftt itperaiiont flrvii* Imp'KW'f “^hfocatien ree>»"t>’We. note it/ hip^ci, fi'ifffg txpt'tist, etpaeliyeoKetm 

It. a*otc nuiixml pfoe«rf“"w, /»!•"» t ouionutit, rejmW eir«<’>M/ eBmmi/Byc't'jO'i, t/imi repcriinx, clieni vtiliiiilloit. 

ceK/irmnilo'a, «<f- 

ni, Peitfl6>?lhccei<eo1pre«ess<tiRiBlenKnl«d>c>'n»nascoottiilinerijk7 


emea 

CIO From Office will copeure trades in Pyramid. 

CIO Middle Office will leverage the EDG Operations Groups. 

Prior w trading SLA’s and SOP’s need to be agreed with EDO Operations to clan’^ the support 
model and cost base. 


gaMjdil|c.QflLce 

• Monitor Pyramid queues , highlight exceptions to the CTO FO 

• Request rew lefercncc data requirements 

• Close books end of day 

• Run end of day reval , ensuring Scata and VARS data is accuinie 
« Monitor MIS central depository , highBgbi breaks to FO 

» Download Scala P/L reports iwo excel 

• Agree P/L wilb FO , adjust for end of day pricing errors 
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• Review confintJ . nosuo mid trade breaks - resolve diflerences 

• Mainuin adjustments in Scala 

• Request FOP/L sign off 

• Ensure SOX handshakes in place 

. Reconcile P/L 3rd Balance Sheet accounts in eenera] ledger 

• Reconcile PRP monthly, 

« Monthly substantiation and GUIS sign off 

EDG Operations 

• IBOD to settle Oadts .report nostro breaks 

• IBOD <0 confjnn equiQ* trades , report breaks 

• Credit Markets to conlinn credit trades , report breaks 

• Set up reference data 

• Report CIO exceptions in MIS eentraS depository 
North America 

CIO Front Office %v)n capture trades in Pyramid. 

CIO Middle Oflice wU) leverage the EtJG MidcBc OfGcc and Operations groups and (be Credit 
Derivative Middle Ofiice and OperoticoK group. 

Prior to trading SJ.A’s and SOP’s need to be agreed with EDG Middle OITice and Operations 
and Credit Derivarive Middle Office artd Operations to clarify the support model and cost base 

ClPJiLidiefliEcc 

• Agree P/L with FO , aegust for end of day pricing errors 

• Review confitm , nostro and trade breaks - resolve difTerences 

• Request FO P/L si^ off 

» Ensure SOX handshakes m place 

• Reconcile PRJ monthly 

» Monthly substentiotton and CLRS sign off 

Credit/Eouitv Middle Office 

• Monitor Pyramid queues-, highlight exceptions to the CIO FO 

• Request new reference data requirements 

• Close books eod of day 

• Run end of day revai , ensuring Scab and VARS data is accurate 

• Monitor MIS central depository , highlight breaks to FO 

• Download Scab P/L reports into excel 

• Maintain adjusenents in Scab 

« Reconcile P/L and Babirec Sheet accounts in gcrtcral ledger 


« IBOD to sente trades , report nostro breaks 

• IBOD to confirm equity trades , report breaks 

• Credit Markets to confirm credit trades . report breaks 

• Set up reference data 

• Report CIO exceptions in MIS central depository 
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i'. JunsillcllM coniWernli'oiit. yn'iUuMItig lox. V^T. aorllml/mi 

As the ultimate risk reposiiojy Entity is difRa'cnt to the enti^ employing the risk managers, CIO will 
use the "hedge fiiDd" model to amibute income back nlhc entity employing the risk managers from the 
ultimate risk repository entity (JPM Whiiefriars Inc). Under the hedge fund mode) iTtcome is attributed 
from the risk repository entity to ibe entity employing the traders as follows: 

Higher of 1)25% of year to date net revenues; oi 

2) frully loaded costs of risk imnagas phis 5% 

This will be doeuroenled via a service level agreement. 

j'i. 7ai issues e.g. tax ari'tiulagetUnmstKliott. lax shtinr rctulalimu 

None. 

I'lV. Do ike oix ni/e.i ilijfofrom nits? If so. Aw ihg sysitoa been set up lo eirpiure Ike Infotnailon necie/f for lax 

No. 


n. Legal 

Regulation K is a Federal Reserve Board regulation which restricts oQshore subsidiaries of US bank 
holding companies engaged ui banking acHvilics with respect to non-investment grade equity activity. JR 
Morgoo 'Whitefriars Inc. is an indirect subsidiary of the Bark and hence subject to Regulation K. 

Regulation K does not apply lo derivative positions (unless equity is acquired as a hedge for a customer 
driven equity derivative activity in which case the net delta position may be taken > this clesTiy does not 
apply to CIO). Regulation K will affect CIO bolding of Exchange Traded Funds (ETFs), 

Below is a jummary of the legal requirements applicable to ETFs in the Jlcg K entities. 

1 , During the Underwriting Petiort. which is for the 90 days after we acquire the ETF shares from the imuct: 

No percentage limits 

Dollar limit per ftind is approxiinoiely S990 nultion (i.c. 3% of the Bank's rier 1 capital). 

2. After the Underwriting Period 
Subject to the 19.9% voting shares limit. 

- case by case review of each ETF prospectus to determine which ETF shares are voting and wWcli are 
not; 

- if there is a large reden^on resulting in our e-tceeding the limit rutintenrionany, we would reduce out 
position as soon as (H'scticable. 

Subject (0 an overall 25% equity limit (the threshold for control of o fund is 25%). 

Subject lo the S4<l million denUng IlmSt (S25 million If held in ai> investment account). For purpascs of 
calculating compliaTice vviili Uie 540 million dealing limit, Reg K pwmits us to net long and short positions 
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in Ihe sziric security. However, a kmg poalion in the ETF shares canaot be netted agamsi shons on the 
\indcTlyijig sioclcs Uiat the ETF Backs. T^e woold iwt be longs and shorts in the same security. 

RegularioQ K docs perrmt us to use otii internal hedging models to net a stock index derivative against s 
basket of stocks specifically segregated as aaoflset to the slock index derivative. Sueh netting is subject to 
a 25% haircut (i.c. TOaximum long physical position of SI 60 mQlion) unless the derivative being hedged is a 
"bank pemussibSc, customer driven equity derivative transaction". {The Bunk has systems in place lo do 
fiill netring for bank permissible tranaactions bat does nol have a system to do netting subject to the 25% 
haircut-) 

Since 0»e Bank is not authorized to buy and sell ETF shares, the purchase and sale of ETF shares would not 
qualify for-fuU netting. 

Look through Jlequiremenl. If we have a "rcdmiptioD unit" of ETFs we would have the right to convert 
(hat unit to shares in each of the underlying that the ETF tracks. (It may be Ojat certain ETFs do not give us 
the right to convert in which cose the discussion which follows would be irappliMble.) The right to 
convert il>e ETF shares into the nndcT])ung would count as "equity* in the underlying for purposes of the 
Reg K 40% of equity Hrtiit. Equity is dcliMd in Reg K as including interests that .src convertible to shares 
or other ownership rights in an organization. 

If it is not feasible to do the look ihrou^ every day, it would be reasonable lo calculate the maximum 
percentage of each of the underlying which you could possibly obtain by redeeming al! the ETF shares you 
could bold under your inicnjal limits. Yon ccfuld then deduct those amounts peimnDenlly fiom the 40% of 
equity availobility. Ibis would ensure ibstwc would never go over the 40% of equity limit. 

CIO MO vrill pro-clear cash transactions for Reg K purposes with EDO Reg K monitoring team (contact 
Roberto ‘Vivenzio). 


17/39 
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13. CompHonce 

As Whitefiiars Inc .is noi pcrmiflcd to face covmteiparties direedy, all proposed trading activity should be 
intennediated dyough one of the regulated natidcs (JPMCB or IPMSL) when trading with the market. 

Exchange traded securities cm be transacted tlrrough JFMSL (for Europe based traders) provided existing 
practices and pTOcedures are applied and margin paymeqte arc made accordingly. OTC derivatives should 
be transacted by J?MCB with JPMSLactjng as agent. 

Proposed trading activity in exchange traded Aitures, options on such fijwres and olbcr exchange traded 
products is subject to rules nnd reguiahons of the applicable exchanges and regvdatory authorib.es (such as 
ilie Commodities Futures Trading Commission in the US) in the relevant jtirisdictioDS, including speculative 
position limits (Current applicable limits in US and Asia arc attached in Appendix 1). CIO wi!! monitor its 
trading activity for compliance with all applicable Kmilfc- Positions held by other linea of business of the 
Ertn in the same legal entities utilised by the CIO ^ould not be aggregated for position limit purposes, 
provided there is no sharing of position infomntioa, common traders or direct comnion supervision 
between business groups (Ctwnmeni: Hiis is view from US, is it confirmed from F&O compliance for 
Asia?). 


14. Funding 

Furtding \vill occur through the bank's standard model as JPM Whitefriars Inc. has TPSD. 


15. Audit 

All Audit questions and queries have been answered .snd their major concern is that all Front Office and 
Middle Office staff receive the conect Training and that Middle Office document all conho! procedures. 

As the NBIA b a Risk Rating 2 it does not require formal Audit sign-off 
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CIO New Business Initiative Approval Policy 
Post-lmplcnieiitatioo Review 
Stsctioji 1 - to be completed at tlic time of approval 


Name of Initiative: 




Post Implementation Key 


Lanncit Apnroval Pate: 


First Transaction Pate: . 



Brief i]«crip'ion of the approved inttlative; 
I (copy fiom initiolive summary) 


List ony conditions ajsoclaled with the approval, comment on open items and the timeframe for completion. 


Risk Review Grouo 

Condition.* raised durine sien off 

Comments 








Section 2 - to be completed within fi months of the activity going Hve 


Addros the following: 

Is ilia initiative as described in the proposal when it was approved? 

Is Die initislive within die volumes and limits agreed when approval was granted? 

Have itaete be« any operational errors as a result of lotroducing this initiative? 

What economic value has been received and how does tl»at value cornpare to the tnitta) projections? 

llave there been material operai'onal changes that were or sboiOd be documented? 


OOjer points of note 

Post iniplementntion review completed by (loscrt name) 

D.tte (Insert daw completed) 

Send completed copy to LOB ORM, Regional Expeditor and Audit 
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Appendix 1: CFTC Speculative Position Umtti 



Net of All 
Months 

Net Single Month 

Spot Month 





Dow Jones Ind Avg(plus mini Dow 

50,000 



Chitaeo Mcrcontile Exchange (CME) 




Nilckei 225 

5.000 



S&P500 index (nlus mini S&P500) 

20.000 



S&P400 Index (plus mini S&P400) 

5.000 



Russell 2000 Index (plus mini Russell 
2000 Indcxl 

10,000 



NASDAQ- ! 00 (plus rmni NASDAQ 

100) 

10,000 



New York Board of Trade fNYBOT) 




Russell 1000 Index (plus mini Russel) 
1000 Index) 

50,000 rmni 
equtvalems 

50,000 mini 
couivalents 

50,000 mini 
eauiva.lenis 


Aslan Exchange Limits 

7TE Taiwan Index denominated in TWD (TAJEX foTureo); position limit for institutions is gross 4000 {c.g. short 
May 1000 plus long June 2000=3000). For JPMSL, the contraa is exempted as 2 times of the standard iostituHon 
limit valid for a year, i.c. currently 8000. 

Hang Seng; net 10,000 long/short for all contract months combined. (Note; Hang Seng Index Futures and Hang 
Seng Index OpQooa are all netted together to calculate the net fO.OOO long / short. Regarding the HSl options, we 
need to use the delta value in the calculation). 

Kospi: net 5,000 long/.short for all coBtioctmonihs combined. 
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Appendix 2: Non-S(iiisficaJ Lfmils - DRAFT 






Mil 

US 

S&P 

SPX 

250 

0.50 


DJIA 


125 

0J30 


T^asdsq 


125 

OOO 

Canada 

S&P/TSX 

SPTSX60 

125 

0.13 

Brosii 

Bovespa 

tBOV 

50 

OCO 

Mexico 

Mex Bolsa 

MEXBOL 

50 

0.00 

Euro 

EuroStoxxSO 

SX5E 

250 

0.50 

CAC 

Oic^O 

CAC 

125 

0.25 

DAX 

Dax 

DAX 

250 

050 

Italy 

S8iP/MIB30 

SPMIb 

125 

0.25 

Norwoy 

OBX 

OBX 

125 

0.00 

S Africo 

rrSE/JSE40 

TOP40 

50 

0.00 

Spain 

Ibex 35 

IBEX 

125 

0.00 

Swiss 

SMI 

SMI 

125 

0.13 

UK 

nsEioo 

UKX 

250 

0.25 


S&P/ASX 




AuslroKo 

200 

ASSl 

50 

0.13 

China 

H Shares 

HSCQ 

125 

0.13 

HK 

HangSeng. 

HSl 

125 

0.25 


Jakarta 




indonesio 

Ccxnp 

JCI 

50 

0.13 

Indio 

BSE Sensex 

SENSEX 

50 

0.00 

Japan 

Nikkei 

NKY 

250 

0.50 


Topix 

IPX 

250 

025 

Korea 

Kospi 

KOSPI 

125 

0.50 . 


Xospl200 


125 

0.50 

Maloysia 

KL comp 

KIC! 

50 

0.13 

NZ 

NZX 50 

NZSESCffG 

50 

0.00 

Philippines 

PSEI 

PCOMP 

50 

0.00 


Straits 




Sing 

Times 

STl 

50 

0.13 

Towon 

TAIEX 

Twse 

125 

0.25 

ThoHond 

SET so 

SEI 

50 

0.00 

lotol Gross 



1.250 

3.0 

Tolai Net 




500 

1.5 


Crcdil 


10% Credit SprcDCI Widening S2mni (Total) 

$2tnm (By Sub-Index c.g. itnxx main, icwx hivol) 

CSBPV $2nwn (Total) 

J2roni (By Sub-Index) 

Vega (Total - expressed in 0.1 bp b/c terms) 
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Appendix 4: Equity Sectorial Index Futures 


■NDU6 Index 

US 


CME 

"’iNASOAoToO FuTuTETe pOS 

;nqU 6 Index 

US 

USD 

CME 

^NASDAQ 100 E'MlMSop06 

‘MDU6 Index 

us 

ISO : 

CME 

:MIDCAP400FUtR Sep06 

;rlU 6 Index 

US 

USD I 

CME 

;rUSS 6LL 2000 f UTR Sep06 

.r 6U6 Index 

US 

USD : 

NYF 

iRUSSaV lo'(» FUT Sep04 

‘SLiLi6 ind^ 

US 

USD • 

CME 

!s&P6arravauJe Sepoi 

'SOU^ Index 

US 

. USD • 

CME 

•S&P BARRA GROWTH Sep06 

Vll6 Index 

Lis 

USD : 

KC6 

'.VALUE UNE PUT Sep06 

Index 

us 

USD : 

CME 

IRUSSE-MINt 1000 JonOfi 

:rrU 6 Index 

us 

USD 1 

CME 

fRUSSELL MM f'ut Sep« 

U6 index 

OB 

eiiR ! 

LIF 

rFTsYiUROTOP'foo SepW 

■MUU^ index 

OB 

euR • 

LIF 

•MS'CJ EURO IX FUT SsoOi 

•W» PU6 Index 

OS 

EUR • 

UP 

•MSCl PAN EURO Sep06 

‘flM6 Index 

OS 

EUR : 

LIF 

•.FTSEUROFIRST60 Jun06 

:EPM6 Index 

06 

EUR : 

UF 

;FTSEUR0FIRST IOO Jun06 

;mfM 6 Index 

06 

EUR ; 

EUX 

IWDAX INDEX fUT JunOi 

fl index 

06 

06 p : 

UF 

’.FTSE ioO iDXFUT SepOd 

rVui Index 

08 

GBP - 

LiF 

‘^Ffse'MOflJt'lD LIF Sep'ofi 
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Credit & Equity NBIA Sign-off, txt 

CIO & 6FLM 

Alison C Giovannetti 
20/04/2006 12 M4 

to: lason ldn Hughes/IPMCHASEeiPMCHASE, Roger X 

Ki bb1 e-wh1 te/j pmchase®! pmchase 
cc; 

Subject; Re: Credit & Equity Nbia - sign off 

This document contains a file attachment with a file size of 198.2 KB. 

signed off 

Regards, 
a1 1 son 


Alison Giovannetti 

GDP : 8 325 8025 

External : (020j 7325 8025 


Corporate Reporting Business Advisory - Tel 212-834-9425 Cell 646-258-1114 
Keith Enfield 
20/04/2006 14:51 

To: lason ldn HUQhes/3PMCHASE(?lJPMCHASE 

cc: Roger x KibbTe-White/DPHCHASE@JPMCHASE 

subject: fte: credit A Equity NBIA 

1 approve but I think you should make a note that non-vanilla equity 
products Cif you ever have any) and credit swaptions (which you are 
planning on trading and are not currently approved for PCM) will need to 
be reported via the manual template. 


Phil Lewis 
21/04/2006 13:57 

To: lason lOn Hughes/JPMCHASESJPMCHASE 

cc: Alison C Giovannetti/iPMCHASE^lPKCHASE, 

thomas . j .mauroSjpmorgan .com<3jPMCHASE 

Subject; Re: credit & Equity NBIA 

This document contains a file attachment with a file size of 198.2 KQ. 

3ason - ok to sign-off. 

AS stated in the document, next step is to finalise the SLAs and SOPs 

regards 

Phil 


David M Alexander 
25/04/2006 14:11 

To; lason LDN Huqhes/:PMCHA5E@0PMCHASE 

cc: Roger X Kibbte-white/OPMCHASE 

Subject: Re: Credit & Equity nbia 

Page 1 
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Credit & Equity NBIA 5lgrt-off.txt 


Jason “ 

Vou have my approval, i traded vms with Roger - all of these positions 
will be mtm in a trading book, please revert back to me if any other types 
of positions are held beyond what is included in the msIa that might 
warrant different acctg, i.e. Loans or non-marketable equity securities. 

Thanks. 


Nancy E. oennery Chief Investment office - Tel (212) 834 - 9485 
Nancy E oennery 
25/04/2006 13:09 

TO' Jason LON Huqhes/OPMCHASEIUPMCHASE 

cc: Roger x Kibbte-whi^e/JPMCHASEejPMCHASE 

subject: Re: Fw: Credit & Equity NBIA 

This document contains a file attachment with a file si2e of 198.2 KB. 

Yes I have reviewed and sign off for the controls section. 


Treasury - Tel +44 20 777? 0034 
Frederic Mouchel 
03/05/2006 09:56 

To : Jason. LDN . HughesSj pmorgan . com ®! pmchase 

subject: Rei Credit & Equity nbia 

This document contains a file attachment with a file size of 198.2 KB. 

Fins with me. 

Rgds 

F 


investment Bank - Technology 
Hipholas JS wood 
03/05/2006 17:50 


To: Jason lon Hughes/JPMCHASE 

cc: joseph g coleman 

subject: fie: Credit & equity nsia 

ThH5 document contains a file attachment with a f 




Jason ^ this looks fine from my point of view, off the top of my head the 
areas that we need to include in the plan are: 

mv review of any tools that Joe may be developino (you allude to these but 
don't specify wnat they do or how big they will Be - bottom of r>13) 
create appropriate id admin workflows for the existing apps (Pyramid, STS, 
etc) for the CIO staff - unless we will use thre same approvers as for EOS 

update^the 8G plans for CIO as these new systems will need to be included. 


regards , 
Nick wood 


Robert J. cole comp! 
Robert J cole 


iance - Tel 212/270-1554 Fax 212/270-3450 
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05/22/2000 15:32 2i2a3-16550 


CIO 


PAGE 27/30 


Credit & Equity NBIA Sign-off.txt 

05/05/2006 20:19 

To: lason LON HUQhes/3PMCHASE@3W«:HASE 

cc: Roger >: Kibble-imite/owCMASE^JPMCHASE, srandon 

Koniqsberg/lPMCHASE@3PMCHASE, Carolyn Monroe-Koatz/3PMCHASE@3PMCHASe, 

Colin R Harrison/3PMCHASE@lPMCHASE 

Subject: ,.Re: NBIA - Compliance section 

Dason- see my comments below (in red and strikethrough), which includes 
new language regarding compliance approval required Before trading in 
credit/eguity indices with less than 20 names as we discussed. With these 
changes,- we are ok from us Compliance perspective 

Feel free to call me with any questions. 


- Tel (201) 595-5696 Fax (201) 595-6776 
Arthur Kirshenbaum 
04/05/2006 15:48 

To- Jason LDN Huqhes/JPMCHASEeiPMCHASE 

cc: Roger x Kibble-white/DPMCHASESJPMCHASE 

subject: Re: Pw: Credit A Equity MBIA 


Jason, 

I have no further comments or questions and approve. 

IS this e-mail sufficient or do you have a more formal process? 
Arthur 


Mark Frediani 
27/04/2006 1S:2S 

to: Jason LDN Hughes/JPHCHASE@JPHCHASE 

cc: Roger X KibbTe-white/3PMCHASE®JPMCHA5E 

subject: Re: Credit & Equity nbia 

This document contains a file attachment with a file sire of 778.5 KB. 

lason, 

I don’t have any issues. Please accept this e-mail as my sign-off. 

Regards, 

Mark 


Robert R Rupp 
28/04/2006 20:49 


to: Achilles o Macris/JPMCHASESJPMCHASE. Andrew 

Panzures/3PMCHASE0JPMCHASE , 

cc: ina Drew/jPMCHASE@3PMCHAse, Ennco oalla 

vecchia/JPMCHASE03PMCHASe, Joseph s. Benocore/3PMCHASE®JPMCHASE, Roger x 
Kibble-White/3PMCHASE@3PMCHASE, Brandon Konigsberg/3PMCHA5E®JPMCHAS£, 
Jason LON HU8hes/3PMCHA5E@3PMCHASE. Fiona J. Longmuir/3PMCHASE®JPMCHASE 
subject: 


Enrico, Fiona and I met to review the credit and equity nbia and we agreed 
to sign-off, for purposes of the new product approval process. 

Fiona prepared a summary of our discussion which includes a list of 
follow-up issues (see the bottom of the attachment). More detailed 
information is included. in the nbia document. Most of the issues are 
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05/22/2008 15:32 21263-36550 . - UlU 






credit * Equity N8IA Sign-off.txt 

related to feeds and reports that Roger/Fiona/Jason and others have been 
working on. In addition to those issues, there are two items I want to 
note here: 

1. We assembled an approach to limits that parallels the method used in 
the IB for. these products. While we are set on var limits, we need to 
work with you to fill out the other proposed limits Ceg delta, vega, 
credit events) outlined in the attachment. 

2. Pls note the systems issues around credit options which need to be 
resolved before proceeding with that product. 

Any questions/issues, lets discuss early next week, thanks 

Bob 


CIO / GFLM Technology - Tel 212-622'6136 
Joseph G Coleman 
25/04/2006 13:03 

To: Jason ldN Hughes/JPMCHASE@JPMCHASE 

cc: Alison C Giovannetti/JPMCHASE^JPMCHASE 

Subject: Re: credit & Equity noxa 

Confirmed - l sign off 


Elliot M Honeyfield 
20/04/2006 10:39 

To: Jason lON Hoohes/JPMCHASE^JPMCHASE 

cc: Roger X Kibble-white/JPMCMASEOJPMCHASE 

Subject: Re: Credit & Equity nbia 

This document contains a file attachment with a file size of 193.2 KB. 

Happy to sign off, just noticed a few grammar errors that I will advise of 

regards 

Elliot 

LONDON BRANCH LEA LEGAL ENTITY CONTROLLERS - Tel 44 207 777 2275 Fax 44 
207 777 2010 
Mark S. Allen 
09/0S/2OO6 18:S0 

To: Jason LON Hughes/jPMCHASE^jPMCHAse 

cc: Andrew Marcovitch/JPMCHASE@3PMCHASE, Arthur 

Kirshenbaum/JPMCHASESJPMCHASE, Oermot m walsh/3PMCHASE<3JPMCHASE, Rachel E 
Leigh/JPMCHASESJPMCHASE. Madhura Shah/JPMCHASE@JPMCHASE 
subject: Re: Fw: Credit & Equity nbia 

This document contains a file attachment with a file size of 778.5 KB, 

Jason, 

My sign-off Is obviously dependant on Rachel Leigh’s approval to use the 
Equities infrastructure, otherwise no further questions. 

Regards , 
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05/22/2003 15:32 2129346550 


CIO 


PftGE 23/30 


credit & Equity NBIA Sign-off .txt 


Mark 


Roger X Kibble-White 
10/05/2006 12:10 

To; lason LDN Hughes/JPMCHASEeiPMCHASE 
cc: 

Subject: Pw: Credit & Equity NSIA' 

This document contains a file attachment with a file size of 198.2 KB. 


Jason 

signed-off. 

Thanks 


Roger 


Chief Investment Office Finance and Business Management - Tel 
(852)2800-7091 or 6DP280-7091 Fax (852)2810-6709 
Colvis Lee 
10/05/2006 14:52 

To: lason LDN Hughes/jpMCHASESlPMCHASE 

cc: Charles K.c. Mong/lPMCHASE^iJPMCHASE, Roger X 

Kibbl e-whi te/3PMCHASE@l PMCHASE 

Subject: Re: equity and credit initiatives 

Hi Jason, 

There is no issue from Asia CIO CFO perspective. The market risk limits 
granted are on a global basis. we are in the process of coordinating a 
separate NBI sign-off for Asia and will refer to the global limits in our 
assessment. Pls take this as my signoff. 

Thanks, 

Colvis 


Chief investment office CFO/Coo 
Joseph S. sonocore 
10/05/2006 16:09 

To: Jason LDN Mughes/JPMCHASE0JPMCHASE 

cc: Roger x Kibbie-white/3PMCHASE®JPHCHASE, Ina 

Orew/JPMCHASEfiJPMCHASE 

Subject; Credit/Equities nbia 

Approved. 

Joe 


Chief Investment office 
Ina Drew 
10/05/2006 16:19 
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Credit & Equity NBIA Sign-off .tvt 

to: lason LDN Hughe5/JPMCHASE03PMCHASE 

cc: Roger X Kibble-white/3PMCHASEe3PMa4ASE, loseph s. 

Bonocore/JPMCHASE@-lPMCHASE 

Subject: Ft'': Credit/Equities NfliA 

Approved, 

Ina Drew 


Carolyn L. Monroe-Koatz Managing Director & Assoc. General Counsel 
Carolyn Monroe-Koatz 
15/05/2006 14:59 

To: Roger X Kibble-white/lPMCKASESJPMCHASE 
cc: 

subject: credit and Equity Capability nbia 

Roger - can't find the mail asking me to sign off. i am signed off, but I 
am going to send you later today a revised nbia. My assistant is 
inputting more material into the Legal section right now. cmk 
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JPMOKCAN CUASK.&CO. Risk Policy 

New Business Initiative Approval 

Chief Investment Office & Globe! Treasury 

Contents 


Rationale 

This policy was originally approved by Chief Investment Office's Risk Committee on 

May 5, 2005 and was effective as of that dale. The policy was most recently reviewed on June 30, 201j. It has 
been developed in accordance with the Firm-wide pc^cy New Business Initiative Approval (NBIA), which requires 
each line of business to establish an NBIA policy fbHowing certain guiding prindptes for risk control, and approval of 
that policy, by the Business Control Committee. The CIO Rsk Committee, under its charter, reviews and/or 
approves (as appropriate) Risk policy and strategy for all risk impacting the Chief Investment Office. The NBIA 
poiicy sets forth a framework that encourages innovation and Production of new products, while making sure that 
Che risks are identified, controls established and approved [vlor to launch. 


Changes from Previous Version 

• Initiative risk assessments have been added to the NBIA template in accordance with the materiality 
of Che applicable risks. 

• Expanded the Goverriance section of the policy to ensure NBIA proposals are reasonable and 
appropriate through the monitorirrg conducted by the Business Control Committee. 

• Post Approval process has been added to hdp ensure Chat subsequent requirements are recorded, 
monitored and completed on a timely basts. 


Scope 

This Policy applies to Initiatives arising from Global CIO lines of busrrvess and Global Treasury. 

Definition of New Business Initiative 

A New Business Initiative Approval (NBIA) is the introductton of a rtew or changed product, service or activity. The 
materiality of a change Is a determining factor in identilying the appropriate risk <x>ntrol procedure to be followed. 
In a broad sense, new Initiatives include the following: 

• A new product to a region ^ business line with CIO. 

• A significant change to an existing product or busirvess activity that signifScaAtiy alters the risk managed 
by CIO. 

> Introduction of a product or activity in a new location. 

« A product, service, business or program or a subsidiary acquisition that requires significant change to 
allow regulatory compliance. 

• A new product or activity requiring significant change to systems, operations or middle ofTice 
infrastructure to process. 

• Revival of an existing product or activity that has been dornvant for a significant period of time. 

If an initiative is determined to be a variation of an existing product by the Initiative Proposer and the Global Head 
of ORM, then NBIA liie procedures are followed. 

Sponsorship 

Each NBIA should be sponsored by a regional or business head. The proposal, which is managed and retained for 
future reference by the Key Contact (person resportsible for managing the process) should be in the form of a 
proposal summary analysis and include, where appropriate, the following information-. 

• Brief Initiative Description 

• Economic Rationale 

• Responsible parties involved with initiative 

• Other significant information 

Initiative Risk Assessmerxt 

(fTectlv*: OS/IIS/?OOS UMStsa; 1/22/2012 Petirr Ho.: ' Ol.M.M.tS 

CsMgervr "hk <3n<rnaftC( 

LOSti CMK InvttiiitMl Onva (CIO}: SlcuCdi'O lnlM«M n>N OXt Miwp«iiwi - IS r«tW<s, MSB 

stwiuni) Si9hU}lwd9:neKIMIIt>. n<h*«|insKllvlit«s.ea«i>r*n<IO««ln4(Ks9»ce<i(*s. TnupsArr 
may M u«dat«a at a laiyy daw Wrllit nckiiM «< COU/SOU. a«>i)ni S iMl’amrtl nan and nXa' CIO 
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Each initiative is risk ranked according to the materiality of the applicable risks. Any question regarding Che risk 
rank can be escalated from the working group to the head of Market Risk or Operational Risk Management (ORM). 
Guidance on risk ranking is maintained by ORM and a summaty is included betow. 

Risk Rank Guidance Summary: 

General guidance is provided beiow on the rfek rankir\g of Initiatives. The general principle behind the risk ranking 
process is to compare the proposed activity to the existing business arvl control environment of both CiO and 
jPMorgan as a whole. 

Establishment of Risk Rank 1 or 2 mandates that a FuB NBIA terrif^te be used. Establishment of Risk Rank 3 
indicates that an NBIA Lite template may be used. 

Risk Rank 1 - High risk; signiEicant incremental rfek - New business for the area, significant residual risk after risk 
management, manually intensive environment, con^erable legal exposure, cross border Issues, significant effort 
for Regulatory approval, infrastructure under stress, major investment of capital, significant balance sheet 
implication. 

• Activity completely new to the QO. 

• Activity that requires a new operating legal entity. 

• Activity that requires signlRcant investment {e.g. for technology /new hires) or has major potential 
financial impact. 

• SignlRcant expansion of currertt high-risk activities. 

• A combination of these may indicate a poceritiai RRt Initiative. 

Risk Rank 2 - Medium Risk: moderate incremental risk - muftipte risk control areas are affected requiring cross 
discussion about the risks and operational considerations. 

• Variation of existing products (which requires new infrastructure or control processes). 

» Offering existing products in a different location or from a different legal entity (which requires new 
infrastructure or control processes). 

> Expanding existing products to different Bu»ness Units (which requires new infrastructure or control 
processes). 


Risk Rank 3 - Low risk; little incremental risk - implementation of an initiative requiring the involvement of several 
risk control areas where only minor concerns are anticipated. 

• Change to an existing, well-corRroiled product or business. 

• Offering existing products in a difr^ent location or from a different legal entity (for which limited new 
infrastructure is required ar^d existing control processes will be leveraged). 

• Expanding existing products to different Business Units (for wWch limited new infrastructure is required 
and existing control processes will be leveraged). 

During the review process, if the incremental risk of an initiative is more or less significant than anticipated, the 
risk rank can bp amended. 

Initiative Review and Approval Process 

The NBIA approval process should include a workmg group comprising of representatives from the following 
groups: 

• Regional or business unit head 
> Credit Risk 

• Market Risk Management 

• F'rnance/Valuation 

• Operational Risk Management 

• Middle Office 

• Finance 

• Audit 

• Global Controller 

• Legal Entity Controller 

• Regulatory (some regions may require multiple regulatory approvals) 

• Treasury 

• Tax 

• Compliance 

• Legal 

• Operations 

• Technology 

• Others (as needed) 


NBIA, Chief Investment Office a Ctopai Treasury 
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The sponsor is responsible for communicBting via email documentatiort to ail designated signatories at initiation of 
an NBIA proposal. It should comprise a ciear business rationale, overview d the product, proposed support 
infrastructure and outline any known issues. The forum should also offer signatories a chance to pitch initial 
questions or raise concerns/issues that may need resolution prior to launch. 

All Initiatives should be evaluated in terms of risk and subject to a review and approval process as outlined in 
Exhibit A. Initiatives should be reviewed and approved by each impacted risk stripe. The working group is 
responsible for commenting on risk impact, establishing appropriate controls and processes and providing input to 
documentation. 

Risk stripes have the ability to provide cortditionai approval. Examf^es may include: 

• Regulatory approval or notification required prior to implementation. 

• Operational parameters (e.g. technology requiremerHs). 

Conditional approvals, if any. are reviewed at the Business Control Committee (BCC) meetings. 

Sovernance 

The Business Control Committee (BCC) forum members discuss and review global NBIA proposals. Participants in 
the BCC include the Head of business, the Global CFO, the Controller and representatives from the various 
functional areas - legal, compliance, market risk, technology and operations and audit. 

The BCC has oversight responsibility for the NBIA processes and generally ensures that current NBIA proposals are 
reasonable and appropriate. 

If an NBIA cuts across two or more locations where cov«'age personnel differ, the signatories should ensure 
approval is sought from a!i additional interested parties b^ore offering an official sign-off on behalf of their 
function. Approvals must be received in written email format from each designated signatory. 

Documentation Requirements 

For each Initiative, the definition and scope of the activity, economic rattonale, risks and controls should be 
recorded in a document (the ’NBIA Document'). Template is attached in Exhibit B. 

The key contact (Middle/ front Office) will be responsible for managing and coordinating the approval process for 
the NBIA. Final NBIA information will be archived for seven years from the date of approval. 

The NBIA document represents the engagement of all required functional groups and is reviewed by Audit. 

All NBIA requests and completed activities are tracked and stored in lira, a central database, which is the sole 
repository for NBIAs and required approvals. 

Post Approval Requirements 

The Key Contact of the completed NBIA Is responsible for ensuring that post approval requirements are tracked, 
reviewed and monitored to closure. Post approval requirements are coordinated by the Key Contact unless 
otherwise agreed by the Business Unit CFO. 

Post approval requirements Include; 

• Recording the Initiative im[Hementation date. 

> Monitoring and reporting any conditional approval until closure. 

• Completing a Post Implementation Review ('PIR') for ail full NBIAs. 

The PIR should be completed within 6 months of first activity with any extension to this period agreed with the ■ 
Business Unit CFO and the key contact. They shooM: 

> Verify that the Initiative is materially the same as that approved. 

• Check that economic performance and limits are within projected levels. 

• Check that controls are effective and transaction volume is not negatively impacting the infrastructure. 


Roles and Responsibilities 

• Initiative Proposer (Front Office / Other functions) 

0 Responsible for creating or proposing NBIA with financial case and soliciting senior business 
support (see 'Sponsorship' section for details). 

• Key Contact (NA: Middle Office; EMEA; Middle Office/Change Management; Asia; Business Management) 

o Identifies activities which require NOIA review, coordinates the NBIA process and prepares the 
NBIA document. 


NBIA, Chief Investment Oflice 6 Giobsl Treasury 
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o Maintains a master copy ol NBIA dKument and ensure It is kept updated, 
o Final, represented copy to be boused in 3ira approval signatures. 

o Escalates issues and delays to CFO / Workirig group and ensures the NBIA process is complete 
prior to initiative launch. 

o Responsible for compietiorj and/w execubon of the Post ImpSementatioo Review (PIR). 

• Working Group (see "Initiative review and approval process') 

o Identify activities that require NBIA review; comment on the risk impact (ultimate escalation 
points include CFO, COO and CRO); establish appropriate coiwrois. 
o Provide input on documentation and approval as required. 

o Provide confirmation on initial due diBgence to proceed with initiative (NBIA) development. 

• Global Controller 

o Responsible for erisuring proper reporting and accountir>g/GAAP policies are established, 
o Responsible for forecasting of RWA based on existing products and rules. Validate RWA 
calculations provided by corpor^e. 

. CFO 

o Ensure due diligence is enacted b> comply with CIO NBIA gutdelines. 
o Monitor accounting/GAAP policies are followed as established by the Global Controller, 
o Ensure proper portfolio/strategy is associated with the NBIA under review. 

• COO 

o In collaboration with Working Group, agrees to preliminary Risk Ranking, 
o Oversees the overall NBIA process within their LOB. 
o Responsible for guiding the Key Contacit in completing the PIR. 

• ORH Control Team 

o Oversees the overall NBIA Policy and Process and provides guidance and training where required, 
o Assists in the determination of the NBIA Risk Rank where needed and acts as a central control 
and escalation point for issues, 
o Maintains ell completed NBIA documentation. 
o Monitors and triggers the six-month Post Implementation Review . 

Other Considerations 

• In the event an NBI-driven transaction is not executed w^hin 1 year of signoff, the NBIA Should be re- 
circulated for re-validation. 

• Records of alt NBI approvals should be maintained within Che sponsoring location. 


Regulatory Requirements 

The NBIA policy is a key control for Sarbanes-Oxley. Documentation of an initiative definition, controls, how 
appropriate risk area reviewers were determined and actual risk area approvals are to be archived for seven years. 
Interagency statements and Individual statements regarding new initiative due diligence are regularly distributed 
by regulators. As an example, guidance as to the process to be followed to prudently manage the risks associated 
with new, expanded or modified bank products and services was distributed by theOCC on May 10, 200d. 

OCC Bulletin 200d-20, Risk Management of New, Expanded, or Modified Bank Products and Services: Risk 
Management Process Ls found at httD:/ywww.Qcc.treas.qov/2Q04/Mav.htm . 


N8!A, Chief Investment OfRee a Blcbel Trtesury 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CIO-PSl-H 0001387 



1917 


Exhibit A: Process of development of an initiative for Review and Approval 
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Exhibit B: NBIA document templates 


Chief Investment Office / Global Treasury 
New Bu^ness Initiative Approval 
Executive Summary 


NamcoriDltialive 


PorffollofsVRKlonfsl 


initiativrSoonur 


initialive Annmvrr 


Brkf Iniilsilvr Urscripiion 


Economic Rsiionsl for Proceeding 
(esiimsied risk) and rewards, Including 
profiU and losses) 


Key Changes From Current Aclivily 


Chaases lo Oncralional Processes 


Key Risk Issues 


RukRalingti.lDrl) 

I 2 3 

lligk Medium Low 

Priorily Rating (A. B or C) 

ABC 
lligk Medium Xu>w 

Account Treatment (ei Trading, FAS 

133) 


Tarsel Launch Date 


Date Aullieriud to Proceed with 
OeveloDnteni 



Guklimtt i 

Inllixltve Approver euihortms iniiiaiive devetopmeni, agresilie iniiwive bund) and pnoriiiiej iniiialives for developtneni The iniliaiivc approver 
should be a direct report ofihe CIO. 

InillAlivt SpotBon the Sponsor should cypictlly besPonroliohlaritgo. 


ttiak Rating ia baa»d ort irtereaental riak and aatecistity of riak ehanga; 

1 > High Uak - signi/icjnc increneneaJ risk - new business for the area, slgniticant residual 
risk after risk nanageirent. nanually intensive enviroiwnent. considerable legal exposure, cross 
border issues, sigriflcant effort for Regulator approval, infrastructure under stress, major 
investment of capital. Significant balance sheet Implication 

2 - Hedlua Riak -- /neder’ace incremencaf risk - multiple risk control areas are affected requiring 
cross discussion about the risks and operational considerations. 

3 - Low Risk - Jiccle incremental risk - implementation of an initiative requiring the 
involvement of several risk control areas where only minor concerns are anticipated. 
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JPIVIorganChase O 


Chief Investment Office/ Globni Treasury 
New Business Initiative Approval 
Proposal 


(Portfolio(s)/Region(s)) 
(Title of Product Proposal) 


InilMlivc Socnior 


Key CentKi 


Date AmhoiaMicin <o Deveieo Kectived 


Ttrwi Launch Diie 
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T3b>c ofConlcnts 

1. Proposal Summary 

2. Working Group <& Approver Lhl 

3. JnitiaOve Overview 

4. T rade & Legal Emily Flow 

5. Market Risk 

6. Credit Risk 

7. Finance - Accounting 

8. Finance- MiddieOfTiceyOpcralions 

9. Finance - Controls / Operational Rfek Mgmt fVCG 

10. Finance — Local LEC (v^tere applicable) 

11. Technology 

12. Treasury Funding (w^re applicable) 

13. Treasury Regulatory (where applicable) 

14. Regulatory 

15. Tax 

16. Legal 

17. Compliance 

18. Audit 

Appendices as necessary e.g. external product descripliort documents, legal documents, detailed operating 
procedures 
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]. Proposal Summary 


Name of initiative 


Porlfolio(s)/Ilegions($) 


Inilialive Sponsor 


Initiative Approver 


Brief Initiative Description 


Economic rationale for proceeding 
(eslimaltd risls and rewards, incfuding prorils 
and losses) 


Key changes from cy rrenl activity 


Key Risk issues 


Risk Rating (1, 2 or 3) 

1 2 3 

Medium Low 

Priority Rating (A, B or O 

ABC 

High Mtdiuni Low 

Processing Location 


Main systems impacted 


Legal Ernies that art impacted 


LOB's that are impacted 


Operational impact 

(include anticipated volumes and key capacity 

metrics) 


Other signinmnl information 


Rcguiaioiy approvals rcQuired 


Balance Sheet usage 


AccoonlingTreatmcntfexTrading, PAS 

133) 


Note any Reputation Risk Review 

requirements 


Other Polities impatled 


Additional Htadcounl Required 


Dale auihorUtd to proceed with 

devtlopnenl 


Target Launch Date 


Key Coniaci for qucjiions 


Person mponsible for Post Implementation 
Review 



NBIA, Chief Investment Office b Slobel Treasurr 
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3. initiative Overview 


i. IniiijiiviiatiipiiM. tconomicjuJ'ifimion.sl'Wegic fil, giowili fiHttWt. opeorf ojaciiy fedu 

ii. OusInBS RaiKnalc including mBkci oppwtuniiies and nil's 


4. Trade & Legal Entity Flow 

i. IftcIvOc in expanded end lo end pcoduci (low ibigiimiiicIudmesllKqrSaicoMnli MdceconcSaiian. Widwidw pxodua cycle please eniurt IhtI local trade capiuit, 

pi&l daily icpotin^conrirmaiiDn&irriiinaiion, setiiencM, •qiAuir)i fapamnsairf exMsKnl ngm. . 

ii. List all legal eiiii»n,Siandird pany Numbas (SPN) A Trade captOK tyncaie d>ai an impaesd. 

5. Market Risk 


i. Oeuribe expcuie lo inlBcsI rait riekv 

Ii. HowwillVAR'tbacalcidtiein Ooaiba in detail '«f>a> aysaens mB te need n manw and capnM nsU Vu. 

iii. Oeaciibemukeiyaluaiionand pricing meihodokw. VCCiinpSe»iai>s inetiidiaB model naedc (new w«arSMa|).in<iiiel naiidaiion procedu'ee. 

iv. Comlder. trading lirmls. concenirMi<x\ nik moniioring. i^xming and hedging appeMdi. 

V. Wbai vrill iIk esuntiy risk limiistwiare applicatlej. VAR lailiaiianaad SHI (Soveteiga banc RrAXSNnt (Sn^lc Name Bmilim Rnh) iimiis b<7 
acccedanee wiili standards ett^iahtd la die Ffim>andc MneRl MjeyS 

rii. irno, is this nodel nricmly in the papelinc l« be reviewa) tbi MRG leaeift In aASun. haa a bees tdcMiricd as an uaappxpved model In ibe model teponing databwl 
>iil. If Market Rrih Rules, »*■« is the VaR and SwcmViRS 



7. Finance - Accounting 


iu. |f|)usnewp<adueina Seeuriiy(FASItS)plcoiansu>erqMSM«sv-vii.>(ao>pkaseslt>pievni. 

V. Are ihc Securities maeltejible? 

vi. Wiueb irueini inevne metbodot^ miR be usedfConyuM EfTecbue YieU, PioepcctjwcrRcucapecirwe)? 

VII. What impaiimcnt nilei veil (he Securiiiei be aubjeii WVn Kcoimeri for as ATS. ihe poduci niR ba salgcei so SFaS 1 1 S impsirineal rules. If lowr iSin AA. iKcn 
lub^t loEfTF 99-3C 

il. Wkii SFAS til Fan Value Hcasuicinem cliasir>calio*mabt aiaigned) 

ai. WiB trie letuiiij receive Markei Risk-or Banking Dooh Rubat Sotuolics Acccunud fa at irading are eligible so teoeive hanking book RWAifeasain miieria are tiliifled 
Inn embetUed deiivaiivti. inieM lo hold, ot\ 

aii, Wfaa ryp of pimkici n il (iflwnking book rules)* Product type vriQ desennlnc Civeo DeCaedt 


8. Finance- Middle OlTlee/ Operations 

!. List opotaii'ons aieas inpaetid wiih loeaion and rnanager ttsponsiMe, nose key impaei. tunmg eapeniu. capacity eenetms 
ii, NoiemanusI procedures, plertsionROirbie. reouued extemsl ecminunieaiioA el-en teponing. tlieoi valuaiioii. tooftrmaiioni, etc. 
•Ii, Arc thus any income eitribuliom or icnieo level agitemenu? 
iv, HourvrillGleba} Net/Oie be fetf? Wjilit be manual o' system fed* 

V. Hove all of Ihe popet ponfblio codes an) counittpaRKS been us apt 

VI, Ifarv o^inaiker Irensections teke place bo'vuriH they be monitoaeir 


9. Finance • Controls /Operational Risk Mgml /VCC 

1, Cenaidtf changes wiboeoniioleAvitsnmeAi including peoeesi. eoiuied proecdurct •Hltcvtcw. 

ti. Fat all fwieiiom peiromod by parries exiernat lo CIO pMase identify ibt appiepiaiegraup/ lob andeonfirm that !>• apptepriaie harAkike. serened. Tliii will entura 
ihn rromaSOX's siwidpoim ihe Msinig ofeonitelsii ippiopnaicly hindicd. 

iii. Deaeilbe market valuaiian end pnemgrreihodoiogy Highlight vCCtmpIreeeiam Meladmg model needs (new or cxretingX mode’ vilidaiion pioceilvtte. Conidet piking 

methcdoloiv end modeling 

iv. Ceeisidet price ediusimeni end teaervee 

V la Ihc peoper CURS' ssbetaniiaiionpraeaiem (face* 


10. Finance-Local LEC ( ohcrc apdl'dable) 

I Local aceeuniinv initia 


NSiA. Chief Invesiment ofike & Global Treasury 


CONFiDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CIO-PSI-H 0001394 



1924 


11. Technology 

i. SyUCfii ivtdi: Win Ad^ionat systems or system enku 
Oiodtici? Win system inlerrsces be msnvel or elecliortie? 
it. Eni to endcspsciry end trigger meiriest rtore reiisnee on 



12. Treasury Funding (<«he>eapp>iubie) 


13. Treasury Regulatory i'-wresppiie.hie) 

i Mteesrry lOMSimcnu, bslaoee sheet usage, earm os Airt&li Cionmy 


14. Regulatory 

i, Ovexviet. 


RcriiUlflrv Hfnarling NPA Review ConsMeraltoris 

1 . Hal ihiiprodiKl bun ( Cwfiim/ by rtgutaiory rtporting flJS ona non-USf lo enutn ihct it viH be repcritd in accordance wih 
regii/oiory reporiing requiremenii. Usi any rtgidoiory nporimg rt<i«irr>nenis (US and non-US) in rtloiion la rbe new prodiicl and provide a 
deicripiion of any requirements ihal differ from GAAP 

2. For flisk-bosed capital purposes, will itas product be bocAed under trading or banking book rules and bos legal and regulatory 
reporting reviewed the proposed ireanneni, where opproptiaie. Hos oi^ impoa to risk weighted assets been identified, evoliioiedond 
e-twwimsi/cowrf to reguloiory reporting. An the opprttpriote risk weighted aiseilbniis in place aid been reviewed by ihe applicable CFO? 

3. Will this prodiKi feed into appropriate market, emmierpony credit and specific risk ^tins (if so, please describe the feed names, 
internal motUI, risk and booking systems, and oppropriate conloeis in ttchnology and midrSe Cffpce)? If not, hove proeidures one! controls been 
put in place lo report iiuionnollyond whowUlbt the comaci person for manual repoellng? 

A . Describe the neiurt eforty coHwerel held in reloiioii to this product. 

i. Does this product impact deposits and. if so. hosihis been communiceied to regulatory reporting for purposes of calciiloting 

oppropriate reserves. 

6. Has Ihe meiliodoloty for talenhiing risk weighted assets ord speeftc risk been commiinieoied loreguloioiy reitorting? hony 
regiihiory appivvol or speeifte risk model devetopmem required for this product? 

7, Iflhii product requires risk (including general, specific and counterpany) has the product been subruiiied to regulatory reporting to 
update the risk imenioiy list? 

15. Tm 


1 Jutisdteslott eonsidcraiiosu, vdrhhetd'oi 10, VAT, ifteame fvibueion 
u. Tuiuune.!. tsi tA'aniiged mnMClio^ Us sholie reguleitons 

iii OeiheiisruledilTei IVom Meoumiivi 'uMT Itso, hixihcsysienebtensetutsioevnirciht mCemxiaAMedtdfor usputfcsti' 

16. Legal 


NOIA. Cniel investment Oldce & GloDal TeeasutY 
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NUA, Chlennv«stmeRt Oil<te ft GKitwl Treatury 


13 


CONFlDENTiAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO, 


JPM-CiO-PSl-H 0001396 



1926 


Chief Investment Office & Global Trcasun' New Bmtoess IniSiatEve Approval Policy 
Post-Implementation Rewew 
ciionl -io b( compielcO 6 months post Drsl traiie emotiaii. 


Nameoflniiiatiye; 


UnaofBusneu: 


Post Implementation Kev Contact: ' 


Launch Approval Date; 

i 

First Transaction Dale: 



Drier (iescription oftheapproveU iniiistive: 


(copy from ;n«/o/;»e summnry) 


List any conJiitons associated with the approval.eommcBlon open items aiul the limcfratnc tor completion. 


Risk Review Groun I Conditleu rstseiiduriap sireofl 

Comments 

I 


I 



Sttlion i ■ to be eompleteit nithin 6 months of the activity going liar* 


Address the felloaving: 

Is the initiative as described m the ptoposa) vpAu> it was apprav^? 


Is the initiative wiihm the volumes and limits agreed when approval was granted? 


Have there been any operational crrois as a result oT introducing this initaiive? 


What economic value has been received and how does that value compere lotheinitkt projections? 


Have there been maieiial operalionaj chaises that wereor shniM be documented? 


Have (here been any lechnology or system issies as a result ofmiroducingihis initiative? 


Other points of note 

Posi Implewnlnlion ftvitw eompleitd by I (Insert name) 

Date I (Insert date completed) 

Send conpleicd copy lo lOB OILM, Regional Expeditor and Audit 


NBIA Lite Procedures 

1. Objectivd 

Ttid New Business initiative Approval documenlatioo serves as a guide to help Ihe apprepriate impiemenlaliort of new business. 
The oBjeclive of the NBiA Light version is lo facdioie tie approval process oJ cena^ iniiiailves Ihet represent a variaiicn of an 
enisling product or process. 


NBIA, Chid Investment Otfice h Gkiba) Tressttry 
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2. Eligible InlUaHves lof the "NBIA Light" version 
• Variation of an exisling product / process wi^hH^ CIO. 

Examples: product traded in one regionflegal entity wB expand to other retpons / LE. extension of exisling product ranges (traded 
long-term lo short-term}. If a product is traded ort IB but not on CIO the NBIA has to be version". 

In case of doubt about which version of NBIA to apply, the NBIA preparer and the Global Head of ORM should reach a consensus. 


3. Due diligence review 

Delore a trade can be executed the following steps must be com|deted: 

1 . Fill the checklist sections A lo D on Form 1 

2. Contact all rrecsssary Key areas/people fw the appropriate imfdementaiion of the intlialive end fill up section E of Fom 
1. The areas to be contacted are divided ii "Regwied approver and 'Reoutred contact’. For the "Required approval" it is 
necessary to ccJIect the signature or approval, ema* ofarepresenialheofthe area. 

3. Sent the compteled Form 1 lo the CtO ConlroUw. 


4. Responsibilities of the "NBIA preparer" 

- In case of doubt, contact the Global Head of ORM to detenrane if a Lite NBIA version is applicable. 

- Contact all key areasfpeople listed on secBon E and Indude any other areas that should be contacted based on specific 
requir«T>ents of the initiative. 

• Explain the irvliative and check the existence ol 8i>y issues or sysiem/processes modirications necessary for the implementation ol 
me NBIA, 

- Follow up on any issues and update the key areas on the NBlA's development. Make sure that the areas involved have the same 
level of information by the lime the NBIA win be sent to approval. 

- Collect signatures or approval emails. 


5. Post-implementation review; 

The NBIA preparer has to eomplele a post impiemenlalion form 6 months after the trade product and submit lo the CIO Conlrolfer. 


NBIA, Chief Investment Office a Global Treasury 
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WBIA Lil» Fonn t : Mltetw* Anorawl Vneostt 

(II any ol the Hems are not applicaUe w/ie AKfl, ptease don't delete the line) 


A. Proposal Summary 


p — I 

IniUAtfv* Nam*' 


? 

'~NBIA preparer: 


3 

Creation dale: 



Brief Initiative Oescriplkwi; 



Initiative Proposer /sponsor 


6 

Region; 


7 

Juslificalion for NSIA lite ' 


8 

Status: 


» 

Proposed Launch Dale. 



B. Syslems impacled 


1 

Legal entityfies) impacled: 


2 

. Legal Emily Branch lO 


3 

LE/OU Number 



Standard Party Numtier fSPNl 


5 



6 

Trade Capture system 
- PoilfQiiQ/&o^ 

• Pflftlolio / Book Tyoe (Accaiai or MTMV 


7 

SetUemenl system/ issues 

• PotlloDo / Book 


8 

ConfirmBUon orocess 


9 

lAfill system teed the general ledger^ 


10 

VAR Portfolio 



How will VaRs be calculated? 


12 

How will GiobaiNeVDAC be fed? 
fManual or system fed?) 


13a 

Does product retjuires ihe use of a model tor 
valuation and/ o< risk management purposes. If 
yes. has the model been tested, approved artd 
documented in accordance with standards 
established in the Firm-wide Model Risk Pofev? 


13b 

If no, is this model currently In Ihe pipeline to be 
reviewed by the MRG team? in addition, has it been 
Identified as an unapproved model in the model 
reoonino database? 



NBIA, Chief Invesimcnl Office & Gtotui Treasury 
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C. Accounting frealment 



How will the Produd be treats f(» account^? 
fTradina,AFS.otSFAS133) 


2 

If this new product is a Securily {FAS 115) please 
ans««r oueslions 3- 6. if not please skip to Question 7. 


3 

Are the Securities marketable? 



Which interest incone methodology will be 
used? {Constant Effective 'Held, Prospective, or 
Relrosoective) 


5 

Vi^at ^pairment rufes wK be the SecuriUes be 
subject to? 

VVbd> accounted tor as AFS. the product will be subject to SFAS 
IlSimpaiimeni rules. Klower than AA, then subject !o EfTF 99- 
20 

6 

If the product is to be accounted for as AFS. then 
has it been retwwed for embedded detivaUves? 


7 

What SF AS 157 Fair Value Measuremenl classificaBwi 



How will Specific Risk be reported? 



if manual, whal is the risk weighling based on Basel 


10 

is this produd an SPV? H yes. how will this iiem be 
consolidated on the balance sheet? 



Wll the security receive Market Risk or Banking Book 
Rules? 

Securities Accotmled for as trading are eligible to receive bar^king 
book RWA if certain critetla are saHsfied (no embedded 
d^atives. interv to ftoid. etc). 

12 

If Market Risk Rules, what s the VaR and SitessVaR^ 



Whal tvoe of oroduct is it 51 bankkyi book rufesi? 

Product tvoe wA delermne Loss Given Oetaull 


D. Controls, i»gal and other processes 



Which controls and reconcitialion will be performed? 
Please list out 


7 

Are anv controls bemo oerlorroad bv non CIO otouos? 


3 

WAvch subslsnlialion oroesss will be in oiace? 



Whal is the source of dally marks? 

External marks? 


1 ' 

Price leslino reowred? Kves. whal is the source? 


T“ 

Legal / regutalory restricllorts? Explain. 



Compliance restrictions? Explain. 


6 

Specific Collateral management needs 


9 

How win triis product be funded? 



NBIA, Chief Investment Office h GloDat Treasury 


17 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CiO-PSl-H 0001400 



1930 


E. Areas contacted during the N6IA process 


Required contacts: 



Required approval (signature or approving email rnuM de attached to this Fomt): 
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NBIA Lile Form 2: Post-lmtrfementation Review 
(To be completed by NBIA pr^ar^) 

Section 1 - Please fill ihe table below by copying the ftems from NBJAIHe form 1. 


Initiative Name: 


Brief IraliaSive Description: 


Initiative Proposw/sponsor 


laurKh Approval Dale; 


Condiliorrs associated with the approval; 



Section 2 - to be completed within 6 months of the ecfivlly going Bve 



Send completed copy to locet ORM. 


NBIA. Chief investment Office & Global Treasury 
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From; Jalan, Rashmi <rashmi.Ja!an@chase.com> 

Sent: Sat, 21 Ian 2012 00:09:26 GMT 

Alexander, David M <david.m.alexander@jpmorgan.com>; Braunstein, Douglas 
<Douglas.Braunstein@jpmorgan.com>; Dlmon, Jamie <jamie.dimon@jpmchase.com>; Drew, 

Ina <Ina.Drew@jpmorgan.com>; Goldman, Irvin J <irvln.j.go!dman@jpmchase,com>; Lee, Chris 
C. <Chris.C.Lee@jpmorgan.com>; Macrls, Achilles 0 <achilles.o.macrls@jpmorgan.com>; Sabo, 
Richard W <richard.w.sabo@jpmchase.com>; Tse, Irene Y <irene.y.tse@jpmorgan.com>; 
Weiland, Peter <peter.weiland@ipmchase.com>; Wilmot, John 

<JOHN.WILMOT@jpmorgan.com>; 'deidre.schiela@us.pwc.com'; ’stephen.h.nesi@us.pwc.com'; 
'kristen.brown@us.pwc.com' 

Enfield, Keith <Keith.Enfield@jpmorgan.com>; Gandhi, Samir X 

<samir,x.gandhi@jpmchase.com>; Jalan, Rashmi <rashmi.jalan@chase.com>; Giovannetti, 
Alison C <atison.c.giovannetti@jpmorgan.com>; Lahoud, Michael 

<Michael.Lahoud@jpmorgan.com>; Masur, Jon J <jon.j.masur@jpmorgan.com>; McManus, 
William K <mcmanus_willlam@jpmorgan.com>; Sinha, SreejibX <sreejib.x.sinha@chase.com>; 
Weiner, Pamela <pameia.weiner@jpmorgan.com> 

Subject: ao Weekly - 1/20/2012 


Ail, 


Please see attached the CIO weekly for the week of 1/20/2012. 


Best Regards, 


Rashmi Jalan 

Oiief Investment Office i J.P 
(T ) 212-83‘l-607.0i £ 


Morgan, Floor 10, 270 Park Avenue, New York, United States | 


Confidential Treatment Requeated by 
JPMDRGAN CHASE A CO. 
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John V\8mot,.Dave Alexander 


CiO Position Nummary - Overall 


January 20, 2012 
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From: Evangelisti, Joseph <joseph.evange!istl@jpmchase.com> 

Sent: Wed, 04 Apr 2012 23:22:52 GHT 

To: Goldman, Irvin J <lrvjn.j.goidman@Jpmchase.com> 

Subject: RE: Call 


Greg got back to me tonight. He's not writing tonight. He'll give me more details tomorrow morning, and 
then I'll wori< with Ina and others on next steps, Thanks> Joe 

Original Message 

From: Goldman, Inrin J 
Sent: Wednesday, April 04, 2012 7:20 PM 
To: Evangelisti, Joseph 
Subject: Fw: Call 


Original Message 

From: Weiland, Peter 

Sent: Wednesday, April 04, 2012 06:22 PM 
To: Goldman, Irvin J 
Subject: Call 

So I'm sitting in Laguardia about to get on a plane. I pulled out my iphone and I had a message. It was 
Greg Zuckerman from the Wall Street Journal, said he was writing a story that would mention me and 
wanted to give me a heads up. He's doing a story on Bruno and CIO, His number is 212 416 3614. He 
talked to me about the story trying to get a reaction and all I told him was that I could not make any 
comment. To be honest what he said actually sounded fairly balanced, but you never know what might 
actually get into print. 

Left you a vmail at work too. 

Boarding soon but call if you want to talk. 



Pete 

Peter Welland 
JPMorgan 

o; +1 212 834 5549 



Coftfhtwitia! Ttntmenl Rtqumted by JPN^CIO 0002U4 
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From: Maoris, Achilles 0 <achilles.o.macris@jpmorgan.com> 

Sent: Mon, 09 Apr 2012 14:35:27 GMT 

To: Braunstein, Douglas <Douglas.Braunsten@jpmorgan.a>m> 

CC; Drew, Ina <Ina.Drew@jpmorgan.com> 

Subject: Synthetic Credit Presentation 


Hi Doug 

FYI - the presentation related to synthetic credit is attached. 

Best, 

AchiNes 


Cottfidentlil Treilmerrt RequMtvd by JMII.CIO 0002745 
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CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-ClO-PSi-H 0002204 




April 2012 


o 

o 


J.E Morgan 


Confidential Treatment Requested by 
JPMORGAN CHASE & CO. 

CONFIDENTIAL TREATMENT REQUESTED BY JP, MORGAN CHASE & CO. 


JPM-C10 0002746 


JPM-CIO-PSI-H 0002205 


1940 







SYNTHETIC CREDIT STRATEGIC PLAN: UPDATE TECHNICAL PACK 


Current P&L: Detailed Breakdown - CDX IG 9 


CDIIGS 
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11 
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39 

B 
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3,8 



Component 

CDX IG 9 

Steepening 

5 Bp 

HY bucket Spread effect 

7 Bp 

Total 

12 Bp 
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SYNTHETIC CREDIT STRATEGIC PLAN: UPDATE TECHNICAL PACK 


Current P&L: CDX IG9 performance 


CDX 1G9 can be proxied as a normal IG index of 117 names and 5 HY Names (MBIA RADIAN, ISTAR, SPRINT, RR Donnelley) 
m The 5 names behaved like the whole HY market they underperform the !G market and steepened a lot 
ii Their move relative to the rest of !G indices allows to explain most of the lag In CDX IG9 curve but not ail 

s Yet 0.75yr CDX IG9 outperformed by 4Bps, 2.75yr outperformed by 0 bps while 5.75yr underperformed by 2 Bps .the net P&L alone impact is estimated - 
USDIIOmm 



compression 

spread 03/01/2012 spread 27/03/2012 Duration chge 

Spread chge 

Index eg bp 




CDX 169 


61% 132 

68 .23.00% 

64 


84.00 

64.0 

0.97 

0.74 

Radian 


/ 

/ 

12.48% 

18.5% 


15.18 

18.82% - 

0.24 


MBIA 


28% '16:0054 

11.49% 

4.5% 


3.70 

9.71%- 

4.26 


SPRINT 


63% 5.60%'''' 

2.17% IG tightening 

3.6% 


2.98 

3,52% 

0.09 


RRD 


59% 4.09% 

''■1-.68% 55.00% 

2.4% 


1.98 

2.48% - 

0.06 


ISTAR 


73% 12.62% 

3.40%$imuU^ 

9,2% 


7,56 

7,66% 

1,28 


% Index loss 


55% 44% 

51% 55.04% 

31.39 




3.20 



2.75vr 

compression 

spread 03/01/2012 spread 27/03/2012 Duration dige 

Spread chge 

Index eg bp 


index based theo 


C0XiG9 


40% 140 

88 -14.00% 

52 


52.00 

52.0 

2.82 

2.68 

Radian 


34% 52.00% 

34.50% 

17,5% 


14.34 

20.94% - 

2.82 


MBIA 


14% 

31.00% 

5,0% 


4.10 

14,49% - 

7.78 


SPRINT 


14% 21.00% 

18.00% 16 tightening 

3.0% 


2.48 

8.46% - 

4.47 


RRD 


20% 15,00% 

12:60%^ 52.00% 

3.0% 


2.46 

6.04% • 

2.49 


ISTAR 


12% 26.00% 

23.00% 

3.0% 


2.46 

10.47% - 

6.12 


% Index loss 


21% 31% 

41% 39.23% 

23.36 




23.68 



6.75yr 

compression 

Spread 03/01/2012 spread 27/03/2012 Duration chge 

Spread chge Index eg bp 


index based theo 


CDX 169 

24.5% 

149 

112 

2.000% 37 

36<50 

28.3 

5.26 

5.28 

Radian 

26% 

66.00% 

49.00% 

17.0% 

13.93 

16.20% 

0,66 


MBIA 

10% 


46.00% 

5.0% 

4.10 

12.52% - 

6,16 


SPRINT 

1% 

36.50% 

36.00% IG tightening 

0.5% 

0,41 

8.96% • 

6.93 


RRD 

3% 

30.00% 

'^9;605i 

30.00% 1.0% 

0.82 

7.36% - 

5.22 


ISTAR 

19% 

30.50% 

31.00% simuk^ 

7.5% 

6.15 

9.45% - 

1.60 


% Index loss 

14% 

23% 

26% 

25.75% 19.26 



19.26 
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Appendix ; Position CDX IG position changes since June 2011 allocated to IG9 
forward trade 
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SYNTHETIC CREDIT STRATEGIC PLAN: TECHNICAL D OC U M £ N T A T I 0 N 


Cyrrent position and trading activity 2012 


Itraxx Block 


All trades 

Start Jan Book 

Start Feb Book 

Start March Book 

Current Book 

Decompression trade 

Main OTR Xover 

Main OTR JG 

3.700 

4.500 

-2.479,033,784 

10,599,246,667 

'3.756.755,757 

16,062,222,222 

- 3 , 283 , 783, 784 

14.040,000,000 

- 4 , 864 , 371,622 

20,883,402,222 

- 6 . 235 . 790,541 

26,661,468,889 

Forward vs OTR 

S9 Fwd 

5yr IG OTR eq 

4.300 

4.500 

15,534.520,571 

-14,844,105.079 

20,497.375,000 
0 -19,586,360,556 

27,746,375,000 

- 25 , 613 , 202 , 77-3 

33.398,625,000 

- 31 , 914 . 241.667 

38,511,625,000 

- 36 . 799 . 997.222 

CDX block 


All trades 

Start Jan Book 

Start Feb Book 

Start March Book 

Current Book 

Decompression trade 

HY OTR 

IG OTR 

4.100 

4.600 

-12.027.013.171 

56.814,564,391 

-7,246,905.439 

34,233,751,128 

-7,695,056,537 

36,350,777,943 

- 14 . 662 . 635.805 

69,265,016,530 

- 19 , 273 . 918,610 

91.048,315,520 

HY Steepener 

HY On the run 

HY10-11 

4.100 

2.435 

-2.550.011.220 

4,293.653.388 

-8,555.429.927 

14.405,446,694 

-11,325.830.805 

19,070,202,546 

- 11 . 224 , 162,9713 

18,899,001,314 

-11.105,441,146 

18,699,100,082 

Forward vs OTR 

IG9 fwd 

IG OTR 

4.500 

4.600 

39,686,666,669 

-39.021.543.479 

54.651,951,114 

-53,463.865,220 

75,029.095,559 

-73,398.028,264 

94,017,484,448 

-91,073,626,090 

94,540,640,003 

-92,485,408,699 

Net index exposure per Block 

Net Syr ITRAXX Main OTR 

Net CDX IG OTR 

4.500 

4.600 

22,472,525,079 

13.110.337.783 

-4.116,619,444 
-21 886 277 212 

6,190,069,444 
-5,681 532 288 

14,082,350.556 

-9,711 749.136 

20,725,417,222 

-8,775,939,430 
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Q2 Status Quo Scenario - A reflection on relative performance 
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From: Dimon, Jamie <3amie.dim0n@jpmchase.com> 

Sent: Wed, 09 May 2012 18:44:27 GMT 

To; Miller, Judith B. <Judith.B.Mifler@jpmorgan.com> 

c Ik* Fw: ao Credit Collateral differences as of COB Monday 8th - including 2 day differences against Morgan 
S»UDject. Cfanipv 


From: Coombes, Hema S 

Sent: Wednesday, May 09, 2012 02:32 PM 

To: Dimon, Jamie; Braunstein, Douglas; Hogan, John 3.; Drew, Ina 

Cc: O'Rahilly, Rob; Bacon, Ashley; Venkatakrishnan, CS; Vigneron, OiMa- X; Maoris, Achilles 0; Martin-Artajo, Javier X; Wiimot, John; Lewis, 
Phil 

Subject: QO Debit Dilateral differences as of COB Monday 8th - including 2 day differences against Morgan Stanley 
CIO Credit Collateral differences as of COB Monday Bth 

Total difference between CIO and the counterparties is now $144mm vs. $212mm prior day 

Largest Counterparty Difference: Morgan Stanley Capital Services is at $54mm - down from $61mm 
Largest Instrument Difference: CDX IG S09 05Y 00-03 is now $26mm vs. $24mm on the prior day 
'’■Please note: Deutsche Bank AG is as per the 7^^ May 2012 

Difference by counterparty: 


[1 


Top ten differences by instrument: 
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@1 


Top 10 differences by Instrument against Morgan Stanley Capital Services as at COB Monday May 2012: 


Top 10 differences by instrument against Morgan Stanley Capital Services as at COB Monday May 2012: 
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CounterMTlv 

CIOMTM 

CP MTM 

CIO vs. CP MTM 

CA 

(19.973JJ91> 

i21.251.21c) 

1,272,925 

BBVASA 

(4f5.954> 

1406,062) 

■ 49,891) 

BNPP 

216,228.101 

220,007.819 

i3.77S.613i 

aOA 

131.319.255 

104.985,052 

26,334,203 

BPLC 

(85500.073) 

r7f.30f.747| 

(10.154,331) 

CBKAO 

‘ 11.545,325! 

11.577.246) 

31,321 

CGUL 

i«.200,022> 

•6.071.300! 

(128,716) 

CRl 

(267.340.713) 

<2», 248.065) 

20,901,352 

CSI 

(173.544,944) 

■ 181.146.2461 

7,601.302 

CSX 

■ 43.348.004) 

■45,071,964} 

1,723,960 

OSKAG 

3e4.69».«28 

3S9.e84.8$4’ 

25.014,974 

6SI 

25.420,476 

10,558.303 

14,870,173 

Hseccu 

16,171.003 

13.571,196 

2,500,607 

Hsacus 

i3.S09.360l 

■ 12,274,409)' 

3.704,549 

MLl 

5,173,139 

5.347,934. 

|174,796) 

uses 

347,354.073 

292,875,692' 

54,375,381 

U5L 

{73,283.76*.' 

i77.8S7.282l 

{431,432! 

HOMURAJP 

124.926,304 

116,702,655 

6,223,649 

ABSFEC 

79.231,355 

77,990,742 

1.232,611 

SGCe 

(lS0.4Q£,oe7> 

{130.472,796), 

«;i9,932.251i 

UBSAC 

■ 109.323,292} 

n22,342,B!2l 

13,019,520 

Total 

365,085,197 

240,906,696 

144,170,501 
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5.4»0.0».00(> 

I.429.0CO.0M 

1.t0ll.«00,(l00 


5.5J2.877 

2*2,T2«,3K 


»0.2Merf; 

1S,2t4.H2 

i.tae.SM 

T.1M.0V 

2to.u:.40) 


9.264202 

ae.191,112 

)tl412,4M 


CO implied 
Pdu . 

' S5>b' 


3244, eu sprHi 
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MS 

2I9.6I> 

3263 


389.00 

180,80 

22.28 
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J.P. Morgan 



FRANCE 


12 July 2012 


Dear Bruno; 

Subject; Termination of your employment 

J.P. Morgan Limited (the Company) hereby terminates your employment with immediate 
effect. 

The termination of your employment relates to your management of and responsibilities in 
re.spect of the aO’s Synthetic Credit Book (the Book). The grounds for termination are that 
you have committed serious miscotMluci which may amount to gross, misconduct justifying 
the termination of your employment by the Company with immediate effect, as follows: 

• Under your responsibility for management and implementation, the Book experienced 
substantial, unexpected losses, after a dramatic increase in size, complexity and, 
exposure to various risks and pursuant to a strategy that was not adequately vetted and 
that was executed poorly and without sufficient examination of underlying positions; 
and/or 

• During March and April 2012, when the Book began to show significant iosses, you 
received or were aware of instructions from Javier Martin-Artajo (i) to show modest 
daily losses in the marking of the Book rather than marking the Book in a manner 
consistent with the standard policies and procedures of IP Morgan Chase & Co 
(together with its subsidiaries, the Firm) and/or (ii) to provide daily profit and loss 
reports that would show a long-term trend in the value of the Book's positions that did 
not necessarily reflect the exit price for those positions under the Firm’s standard 
policies and procedures. You complied with, or permitted the compliance by Jullen 
Grout with, such instructions in whole or in part with the result that there was a 
significant divergence between values under the Firm's standard policies and 
procedures and the Book's stated value; and/or 

• You improperly and/or with gross negligence failed to identify, raise or assess, in a 
timely manner and as reasonably expected,, risks and/or concerns in relation to the Book 
with respect to risks material to the Firm or its business activities; and/or 
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J.P. Morgan 

• Your actions were inconsistent with proper marking considerations under the Firm’s 
standard poHcies and procedures; and/or 

• Your actions and/or failures to act have violated the JP Morgan Code of Conduct and/or 
other policies applicable to you; and/or 

• Your actions and/or failures to aa wwe injurious to the interests of the Firm or its 
relationship with its customers or clients; and/or 

• Your performance of the duties associated with your position or job function was 
inadequate and/or unsatisfectory and fell significantly below what is reasonably to be 
expected of an employee operating at your fevef of seniority; an'd/or 

• Your failure to perform adequately and/or s«isfactori!y the duties associated with your 
position or job function is sufficienlly serious to constitute serious misconduct by you; 
and/or 

• Your conduct was detrimental to the Firm in that it caused material financial and/or 
reputational harm to the Firm or its business activities. 

The Company will today make you a payment into your bank account of 12 weeks' salary in 
lieu of notice (less deductions for income tax and employee's National Insurance 
contributions) in accordance with clause 1.9 of your terms and conditions of employment (the 
Terms and Conditions). This payment is without prejudice to any final determination by *e 
Company as to whether your conduct amounted to gros.<! misconduct, .?uch a.s would justify 
terminating with no payment in lieu of notice. 

The Company and the Firm each retains ail rights and remedies it may have against you 
including, but not limited to, the right to cancel or recover any cash or equity-based 
compensation paid to you in accordance with the terms of the retevant compensation awards, 
the Firm’s Bonus Recoupment Policy and other policies or agreements. 

You are reminded that following the termination of your employment you remain bound by 
the post-termination restrictions set out in the Terms and Coi^itions, including, in particular, 
clause Id ('CoQftdenlialiiy’) and clause 20 (‘Business Restraint Covenant’). In accordance 
with clause 19.6 of the Terms and Conditions, you must return to the Company all Company 
property including, but not limited to. any documents, Company equipment, computer disks, 
books, keys, documents, correspondence, records, credit cards and passe.s which are in your 
possession or control. Please do so before the close of business on 17 July 2012. 


Yours .sincerely, 


Mich^ Boyir 


Head of EMEA Human Resources 


For and on behalf of 
J.P. Morgan Limited 


jr. Mvpo Lbni&d 
25 Bvt: SBvd. Con*]' WKarf. Icndon, E14 
Td; +« (TOO rm 2000 • ftc +44 (CM 3493 0684 


Page 2 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CIO-PSl-H 0002741 



1957 


J.E Morgan 



l2July 2012 


Dear Achilles: 

Subject: Termination of yonr employment 

J.P. Morgan Chase Bank N.A. (the Company) hereby temunates your employment with 
immediate effect. 

The termination of your employment relates to your oversight responsibilities in respect of 
your rote as head of CIO International w/hich included the Synthetic Credit Book (the Book). 
The grounds for termination are that you have committed serious misconduct which may 
amount to gross misconduct justifying the lerminatlon of your employment by the Company 
with immediate effect, as follows: 

• Under your responsibility for oversight, the Book experienced substantial, unexpected 
tosses, after a dramatic increase in size, conqjicxity and exposure to various risks and 
pursuant to a strategy that was not adequately vetted and that was executed poorly and 
without sufficient examination of underlying positions; and/or 

■ You failed to provide effecaive or adequate oversight over the Book and the activities of 
Javier Martin-Artajo and the traders on the Book; and/or 

• You improperly and/or with gross negligence failed to identify, raise or a.ssess, in a 
timely manner and as reasonably expected, risks and/or concerns in relation to the Book 
with respect to risks materia! to JP Morgan Chase & Co (together with it.«; subsidiaries, 
the Firm) or its business activities; and/or 

• You made representations to senior management in relation to the Book being balanced 
and/or well positioned and in relation to its estimated P&L scenarios and risk exposures 
which were significantly inaccurate in circumstances where you knew or ought to have 
known that such representations were inaccurate and/or omitted material facts necessary 
to make your representations not misleading and/or failed to make an adequate or 
prompt statement of correction of such representations in cireumsiances where it 
became clear that such representations were inaccurate; and/or 

• Your conduct was detrimental to the Firm in dial it caused material financial and/or 
reputational harm to the Firm or its business activities; and/or 

• Your actions and/or failures to act have violated the JP Morgan Code of Conduct and/or 
other policies applicable to you; and/or 

• Your actions and/or failures to act were injurious to the interests of the Firm or its 
relationship with its customers or clients; and/or 
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J.P. Morgan 


• Your performance of the duties associated with your position or job function was 
inadequate and/or urKatisfactory and fell significantly below what is reasonably to be 
expected, of an employee operating at your level of seniority; and/or 

• Your failure to perform adequately and/or satisfactorily the duties associated with your 
position or job function is sufficiently serious to conaitute serious misconduct by you. 

The Company will today make you a payment into your bank account of 12 weeks’ salary in 
lieu of notice (less deductions for income tax and employee’s National Insurance 
contributions) in accordance with clause 1.9 of your terms and conditions of employment (the 
Terms and Conditions). This payment is withoitt prejudice to any final determination by the 
Company as to whether your conduct amounted to gross misconduct, such as would justify 
terminating with no payment in lieu of notice. 

The Company and the Firm each retains all rights and remedies it may have against you 
including, but not limited to. the right to cancel or recover any cash or equity-based 
compensation paid to you in acccwdance with the terms of the relevant compens^ion awards, 
the Firm’s Bonus Recoupment Policy and other policies or agreements. 

You are reminded that following the termination of your employment you remain bound by 
the post-termination restrictions set out in the Terms and Conditions, including, in particular, 
clause 14 (‘Confidendality’) and clause 20 (‘Business Re.straim Covenant’), In accordance 
with clause 19.6 of the Terms and Conditions, you must return to the Company all Company 
property including, but not limited to, any documents, Company equipment, computer disks, 
books, keys, documents, correspondence, records, credit cards and passes which are in your 
possession or control. Please do so before the cio.se of business on 17 July 2012. 


Yours sincerely. 



For and on behalf of 

J.P, Morgan Chase Bank N.A. 


J J*. MorCBB Om Budi HX 
23 Bank SVKV Wladf, LoMkn. El 4 Sn’ 
Td:+44(DaciTn72CI00<Fn:444((IW3«3O684 
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J.E Morgan 


Strictly private and confidential addressee only 
Javier Martin-Artajo 



“ Redacted by the PemMCBt 
Subcommittee on kivcstigations 


12 July 2012 


Dear Javier 

Subject: Termination of your employment 

I.P. Morgan Chase Bank N.A. (the Company) hereby terminates your employment with 
immediate effect. 

The termination of your employment relates to your management of and responsibilities in 
respect of the CIO’s Synthetic Credit Book (the Book). The grounds for termination are that 
you have committed serious misconduct which may amount to gross misconduct justifying 
the termination of your employment by the Company with immediate effect, as follows. 

• Under your responsibility for oversight and management, the Book experienced 
substantial, unexpected losses, after a dramatic increase in size, complexity and 
exposure to various risks and pursuant to a strategy that was not adequately vett^ and 
that was executed poorly and without sufficient examination of underlying positions; 
and/or 

• During March and April 2012, when the Book began to show significant losses, you 
directed Bruno Iksil and/or Julien Grout to show modest daily losses in the marking of 
the Book rather than marking the Book in a manner consistent with the standard 
policies and procedures of JP Morgan Chase & Co (together with its subsidiaries, the 
Firm) and/or to provide daily profit and loss reports that would show a long-term trend 
in the value of the Book’s positions that did not necessarily reflect the exit price for 
those positions under the Finn's standard policies and procedures; and/or 

• You made representations to senior management in relation to the Book being balanced 
and/or well positioned, and in relation to its estimated P«5d. scenarios and risk exposures 
which were significantly inaccurate in circumstances where you knew or ought to have 
known that such representations were inaccurate and/or omitted material facts necessary 
to make your representations not misleading and/or failed to make an adequate or 
prompt statement of correction of such representations in circumstances where it 
became clear that .such representations were inaccur^e; and/or 
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J.E Morgan 


• You improperiy and/or with gross negligence foiled to identify, raise or assess, in a 
timely manner and as reasonably expected, risks and/or concerns in relation to the Book 
with respect to risks material to the Firm or its business activities; and/or 

• Your conduct was detrimental to the Firm in that it caused material financial and/or 
reputational harm to the Firm or its business activities: and/or 

• Your actions and the instructions you gave were inconsistent with proper marking 
practices under the Firm’s standard policies and procedures; and/or 

• Your actions and/or failures to act have violated the JP Morgan Code of Conduct and/or 
other policies applicable to you; and/or 

• Your actions and/or failures to act vrere injurious to die intercsLs of the Firm or its 
relationship with its customers or clients; and/or 

• Your performance of the duties associated with your position or Job function was 
inadequate and/or unsatisfactory and fell significantly below what is reasonably to be 
expected of an employee operating at your level of seniority; and/or 

• Your failure to perform adequately and/or satisfactorily the duties associated with your 
position or job function is sufficiently serious to constitute serious misconduct by you. 

The Company will today make you a payment into your bank account of 12 weeks’ salary in 
lieu of notice (less deductions for income tax and employee's National Insurance 
contributions) in accordance with clause i.9 of your terms and conditions of employment (the 
Terms and Conditions). This payment is without prejudice to any final determination by the 
Company as to whether your conduct amounted to gross misconduct, such as would justify 
terminating with no payment in lieu of notice. 

The Company and the Firm each retains all rights and remedies it may have against you 
including, but not limited to. the right to cancel or recover any cash or equity-based 
compensation paid to you in accordance with the terms of the relevant compensation awards, 
the Finn’s Bonus Recoupment Policy and other policies or agreements. 

You are reminded that following the termination of your employment you remain bound by 
the post-termination restrictions set out in the Terms and Conditions, including, in particular, 
clause 14 (‘Confidentiality’) and clause 20 (‘Business Restraint Covenant’), In accordance 
with clause 19.6 of the Terms and Conditions, you must return to the Company all Company 
property Including, but not limited to. any documents, Company equipment, computer disks, 
books, keys, documents, correspondence, records, credit cards and passes which are in your 
possession or conitoi. Please do so before the close of business on 17July2012. 


Yours sincerely, 



Head of EMEA Human Resources 

For and on behalf of 

J.P. Morgan Chase Bank N.A. 


JJ*. On» BsA KA. 
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CIO compensation - Overview & Pool Determination 


■ Overview 

■ CIO compensation consistent vwth firm-wide approach 

• Discretionary, non-formulaic awards 

• Balances performance of the Firm, CIO and irKlividual 

< Same cash/stock splits and deferred equity compensation as firm and other LOBs 

» Major driver of individual total compensation is 'seat value” 

■ Pool determination and limits 

■ Pool estimated at beginning of performance year based on previous year's aggregate pool, adjusted for changes in 
incumbents, staffing plans and other known changes 

• Pool estimate reviewed during year and adjusted as needed, if significant changes in CIO financial forecast vs. CIO 
budget, changes in overall firm 1C guidance or other significant unanticipated changes 

■ Determination of final pool subject to discussions at senior-most levels, taking into consideration numerous factors, 
including multi-year performance, quality of earnings and risk adjusted financial performance 

- Final pool approved by CMDC 


o 

o 

o 
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CIO Compensation - CIO Financials 2008 

-2011 




i HlstpHcal Operating Peftormance ($ in mHtlons) | 

2008 

Actuals 

2009 c ■ 
Actuals 

' 2010 

Actuals : 

; ;20ii. 

Actuals 

Revenue'' 

2,345 

9,157 

7,207 

3.126 

Total Comp 

117 

169 

203 

230 

Non-Comp 

70 

79 

108 

225 

Total Expense 

188 

248 

311 

454 

Credit Costs 

■ 

3 

3 

15 

Pre-Tax Earnings 

2,157 

8.906 

6,888 

2,657 

Net Income^- 

1,262 

5,210V 


■' ' r i ,SS4 

SVA (at 12% assumed cost of capital) 

1.124 

5,044 

3,869 

1,301 

RoE (Net Income/Economic Capital) 

110% 

377% 

302% 

74% 

Comp/Revenue 

5% 

2% 

3% 

7% 

Overhead Ratio 

8% 

3% 

4% 

15% 

Economic Capital 

1,151 

1,382 

1,333 

2,114 

Economic !C 

68 

156 

132 

138 

Economic Total Comp 

100 

194 

184 

208 

Note: Comp and Non-Corrp expenses adjusted to eliminate LOB FX hedg'ng residuals 




’ hicludes MSR and BOLl^COLI 








JPMorgan Chase c&Co.H 


1963 


o 

o 


CIO Compensation - Revenue to Compensation Historical Lookback 

CIO compensation is relatively flat over the period, and there does not appear to be a direct correlation between revenue and compensation. 


All CIO Comparison 
Revenue and Incentive (2008-2011) 



■Total Revenue 


Synthetic Credit Book Comparison 
Revenue &SCB Trader Incentive (lOOB-lOll) 




60.0 

55.0 

50.0 

45.0 

40.0 

35.0 

30.0 

25.0 

20.0 

15.0 

10.0 
S.O 


2010 2011 
SCB Traders 1C (Iksil, Grout, de Sangues, Buraya) 
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1964 



CIO Compensation - Individual Determinations 


■ Individual total compensation determinations 

• internal and external benchmarks (put together for this presentation) provide a reference for seat value (Tab A) 

■ Quantitative and qualitative assessments of performance and contribution 

• Performance reviews, though not always formally documented, consider a number of objectives and factors, 
including financial performance, risk management and execution of firm objectives (Tab B) 

■ Input obtained from the Chief Risk Officer of CIO and other control function leads (Compliance. Legal, Audit) on 
senior market professionals (Tab C) 

■ Total compensation recommendations for the most highly-paid employees, including Maoris, Martin-Artajo and Iksil, were 
reviewed by the Operating Committee and compared to others in like roles across the firm, then reviewed and approved by 
CEO of the firm and included in JPMC Highly Compensated Report provided to CMDC 

■ Total compensation recommendation for CIO CEO made by firm’s CEO and approved by CMDC 
« Compensation history for Drew, Macris. Martin-Artajo and Iksil are at Tab D 


■D 

s 
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O 


1965 
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CIO Compensation - Overall Observations 


■ Observations 

« Review of CIO compensation indicates that both quantitative and qualitative factors, including risk management, were 
included 

• Significant changes in annual revenue from 2008-201 1 do not directly correspond to changes in total compensation or 
incentives 

« Total compensation is largely driven by ‘seat value” and thus remains relatively flat over the period 

■ As JPM CIO is not directly comparable to CIO functions in other firms, external benchmarks are not readily 
available; however, blend of data from IB, AM and external positions provide reference information 

• Governance processes were in place and were followed 

• Internal review of pool and individual awards by senior management across the organization (HR, Finance, 
Operating Committee) 

• Input and review by Risk and other control functions 


JPMorgan Chase &CO.H 


1966 



1967 


List of Tabs 

A. Seat Value Comparisons 

B. Performance Reviews 

C- Risk 8t Control Feedback 
D, individual Compensation Summaries 
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"Seat value” comparisons 







• * 


n 




1 

■1 



{References | 


{ Total Compensation l$n\m) 







1 ' 1 





Comment 

Role 

1 Name . 

I 2011 

.2010 1 

Ref Grp 

2011 

2010 

' /Other - 

JPMC(0''‘‘ 

' . OWK- . 


- $'15 

-Bsflk.CIOs,''^ 

‘ $9.7 '.^$101 

$10.-S12. 

,rMcLagafi,DC:Mari<eiSuihrey*,v- cc . 

'' ^ 


^ ff.r . 


■ InvMglCtO-, 

8.&- 16 1 , 


tMd^gan Investor Survey I'- .civV' 

, r "• 



' • ■ • •• 

18 fixed 

■ ' le.s'. 

17.5 

., IntcmalcompartsoneFl Mgt fTQp2) 



' 'j ; ' 


.’Ipoome 



, ../flOMWSiiiyey Range- $13 -S26)- i. :'r.. 



>i!-. 

Cfif. tnv. Head 

9.8'- 

1P.0 

. trrtemai.compatfaon AM Heed : , 






8l»nd . 



MCmc infUsi benchmaiWng: * 








28P*^78P ' 

.. ' $7-*l6 . 


Machs 

14S 

17,25 


Avo Hiah 

Avj. - Hiah 






JPMTop Paid 

S.e- 12.8 

6*15.0 

Intemal - Sales STrading MDs in 18 (n=B0) 





Top Paid Fixed 

10-1.2.75 

10.6-15 

Iniemal • IB Fixed Income (Top 3 delow IBOC) 





Income 








AM Fixed 

B.O 

6.Q 

Iniemal • AM Fixed Income Inveaimem Head 





income tnv. 




EMEA CIO Mgf 

MattlrvArtajo 

io.ea 

12.75 


• AVQ, - High 

.Am, ."Hiah 


HtSI 

P.7!# 

7.32 

EMGA IB MDs 

5.0-10,6 

6.0-13.3 

' ’ Iniemal -EMEA Sales- 5, Trading (n>26} 



">,4o Jr ; 



^Avp.-rep A-..' 


. • MQMCi'Mailwt Survey;.*'- 





.|B Flx^ 

. ' 4:4.'^'6.8 


'> Clr^arFi-Trailing.PrDductaMDa 

■ c vV 

'.jy* : ■ 

:V ? 


-income 

2-7^-5.0.i 


Gldtai Fl,-All PrwJucb' MDs . ' - 


Ouraya 

1.3 

1.48 

Wholesale 

AVO.-7SP 

Avn -75P 

MartceU * 


Grwtl 

1.0 

,76 

Front Ofllce 

1.0-1.95 

1.2 -2.2 

1 .1 - 1 .9 (MGMC/McLegan) 


deSangues 

1.2S 

.77 

iM Fixed 
Income PMs 

.9-1.5 


McLagan Survey “ 





CPG 

Avg. = 2,18 

Avg. 2,23 

inlernal IB MDs 






Avg. = .6 

Avg. = .63 

10 ED/VPs 


‘ Imtependenl third party pay survey data used hi iSrect jcA bendimadring 
ItKfependent third party pay survey data used br octT^^rable jobs m Other LOSS that are reterenced ss part of intemat comparisons 


JPMorgan Chase &Co.H 


1969 


1970 
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1971 


Maoris 
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1972 


Adam. PhiHipa C 

Sent?' 

Tq: 

SllCljACt-. 


Drew. 3na 

13 January 2C11 13 02 
Maoris. AcMle* D 

CoofitiviLal -aOTO F>erforrTKincs EvniLsation 


inroTiEths 


Li!4imeri,attoiw.Ta6tttuer^i^t,g 


with exoeil^rrt !ead»rehlp fi 


!5peet3!K/1rTmv 




itIrscTBd arKi crairtJd hlehfy sfcTIlert prefessTonaJs who cat 


ernue building o;/t inrem^tfonal CIO. 


Soltclted feedback from the control leads who concur ttwt i 
demonstrated a hl^h degree of sertslTJvicylu the firtn's risk 

throughdecisionmBkjrtgfnriskmar.sgemetM. • - 


lo 2010. you continued ooi be proactive and 
hnanagemerit practices.. You lead by exatnple 


Dg^opm ent Areas 

- sho„M V=.. .=P.^ .C awoc .i-ffiSK*,:. 

■ SnJSS" no PP.C ,o h.^. 

- W«k Wfth ao to Ip=to.55 UnA!^a„di„e of K,l, for topofUv. hou,. oool.lo„.. 



newt ?»// nyj} 


»uri ue3;ow-a* 
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1973 


Achilles Macris 

Strengths: 

• 2011 solid year for Internationa! CIO under Achilles' leadership 

avoidance of major risk rrtariagement errors 
-- some opportunities left on the table 

• Identification of risk with a strong iiKlusive Risk Management culture, {see code review) 

• Leadership - role on EMEA Management Committee; excellent on both FSA and Regulatory 
matters. 

Development: 

• CiO needs leadership at the top to Improve Internal partnership 

• Achilies must strive to promote teamwork, information sharing and relationships between his 
team and NY setting the highest possible standards and pushing down the role of culture carrier 

• Less reliance on staff and more intensive rigor In budget planning and expense management 

Feed back from Control Partners: 

• Has created a supervisory errvironment which is compliance and controls-oriented 

• Leads by example and sets the right tone with his team regarding compliance and control 

• Is always keen to understand the regulatory environment in which the business operates 

• Conducts regular risk management discussions during his weekly meetings 

• Demonstrates rigor in his team meeting, reviewing each market one-by-one and quizzing PMs 
on their positions 

• Holds quarterly close and continuous meetings with the FSA on the CiO business. Feedback 
from the GSA is that the CIO business under Achilles' leadership engages In an open and 
transparent manner, bringing Issues to their attention and ensuring deep understanding 

• Is highly sensitive to market risks and is very responsible to market events, drawdowns and 
other situations that may signal need for risk reduction 

• Executes without hesitation when a reduction 1$ agreed 

• Is engaged and supportive of the Risk Management team 
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Manager sections ofthls review are m cirstr status. Employes cannot view manager^ comments or ratings in Oratt status. 



Revt^^atus: 

In Progress 

EniDlovee: 

Macris.Achi!ie9 (U430216) 

Uanaoar: 

Orew.lna R (U050K4) 

Add^nal Msiaoer: 

N/A 

Review Cvcte: 

01-JAN-20n — 31-0EC-K)11 

Reoortina Yean 

2011 

Job Titie: 

Chiel Investment Officer 

Tenure Date; 

1&JAN-20<» 


UM YearJlafina 

Year ^ 

Not Rated (Draft) 

Not Rated fDraW 


IpInaltze^^^&jS^^erkxRiai^ Review -Sbibature Section. . . 





User 

Sionahira 

Date 

Manaaer 

Not SSqned 

N/A 

EntDlovee 

NotSIgrted 

N/A 



Wacris.Achies (U430216)-2011 Perlotmance Review 
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1975 


^ ^ ■ » - - .? = — ^ 

Employee Year &id (Disolavl - Rwnino, Lorraine f23-JAH-gQia - 

- exoeHcnl year in a hart markat enviroa-r>en 

- in addition to douUmg the trrtemafonal budgets, inada a tig eortdS)u«ofi '« chantyng and updating the rhinWrg and management 

methodoiogy of the Global boot®. . 

-String Europeano»tnbutionancli»tlTO!Sh4i, 

1) _ 

- People- strongest team, strong daveiopment 

-Conbois: outstanding feedbac* from the control function partrers both ftmcfional and regiona! (Salty/FSA etc) 


Manager 

There are no comrosnfs ava/iaWa from the rnsneger^s); 
gyrenarrts may nofaxtsf or Pewtfraff status. 




' '.L 


Emofovee Confum 

llmiaaer Ccmfnrm 


N 

N 


N 

N 


N 

N 


N 

N 


N 

« ! 

Oct. Nov. Doc fYaar Endl 

N 





Uidoaded Bv 

Source 

Date 


Ftomim. LofT^ne 

Smma.'v 

Mon Jan 83 iftOldK EST 8012 


Fleminc. Lo.'^ine 

SifTtmarv 

Mon Jan 23 1£W>036 EST 2012 

Global Anahrsi&idsx 

Pleminn. Lomine 

Summarv 

Mon Jan 23 09:.S9ri8 EST 2012 


Macrfs,AdiBies (U43021S). 2011 Performance Review 
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Summary of Contribution 



Redacted by ih* Permanent 
Sobeommlltceon Inveitigationi 





1977 


Redacted By The 
Permanent Subcommittee 
on Investigations 
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1978 


CiO Z011 Financiai Revenues ($BQGons) 



Inti 

NA 

Global 

201 1 Budget 

1.7 

2.4 

4.1 

2011 Actual 

3.2 

0.0 

3.2 


CtO 2011 Rnanclai Revenues ($Bnirons) 



Infl 


NA 


Global 

2011 Budget TAA 

0.6 


0.2 


0.8 

2011 Budget SAA 

1.1 


2.2 


3.3 


1.7 


2.4 


4.1 

2011 AdualTAA 

12 


-0.2 


1.0 

201 1 Acduat SAA 

2.0 


0.2 


2.2 


3.2 


O.D 


3.2 
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1979 


‘ Redacted by the Permanent 

Sybcommittee on invntigatfoili 


Tactical Contribution 



Europe 

London Rates 
London FX 

Credit/Equity Europe 
Structural Management 
Emerging Markets 
Total Europe 


Asia 

Asia Rates 

Funds Investments Asia 
Credit/Eqm'ty Asia 

Asia Management 

. Total Asia 


Credit 

Strategic 

Tactical 

Total Core Credit 
Investment Credit 
Total Credit 


FX Hedging 
Exp /Rev 


Total FX Hedging 


Total International 
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1980 



1981 


Rtvetti, Rebecca 

Macris Achiitps O 

Thursday, January' 13. 201 T 12:20 PM 
Rivetti, Rebecca 
Appraisals 


From; 

Sent: 

To; 

Subject; 


i sfways conduct rrty Y®3r end appraisals with my diracti ve "bally as 1 find this allows for a better exchange of views and 
more honest conversation. Nonetheless 1 have detailed below the Itey thetnes that we discussed plus specific feedback 
that 1 have received from the Control disciplines In relation to Javier and Chris. 

Best 

Achilles 


iav..r nncu-fin-Ph-jojo . 

Str<?n^hs 

• Has developed a world class Credit risk management and Investment team In terms of pe’sornei and results. 

• tKceHent/isk^managemeBi typified by the iuecepitonaJ.^i^rfn^nce.ejyjerierired In zbio where the Slrateo.'c 
Cr'edH bt^k 'oDritinued to generate a positive, contribution while' de^risking. Typically the experience of ds- 
riskirg such a book after the very significant positive contribinlons in 2008 and lOO') would be one of a 
drawdown. In 2R10 we have experienced th“ opoct'*?. 

• irwiovathre. Identifies trends m'h.j rnarket early and depicri's capital thoughtfully and e^^'crively. 

Has established hlmseff as a real leader an-d Influencer w't^in OO and the wider Fi-m This is demonstrated by 
his appointment to CIO's extervded management team ar»d his interaction with othrtr pnr*': of the Firm such as 
the IB. 

• STrenp partner working closely w’^* other areas of the Firm and the control disciplines CIO. 

• Good control discipline and awareness. 


Areas of Focus for 2011 

• Makes a huge contrihuTlon to the continuing success of CIO giobaiiy and internarionallv- However the-e are 
times when perhaps be r'»rdsto play a more active role in his invoivement with the Europe -Rates business. 

• The development of Emorslrg Marker cauabilitv is a big orie-i’v *or 7011. I am locking fo- Javier, in psrtnn’-sbtp 
with Chris, to drive the success :?*thls. 
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1982 


• Javier is a deep thinisr and tan jet very immersed Ir.tp Ihe detail and technipal aspect, pi an issue. At times he 
npa-as to stpp back and look st th(? wider picture. 


Control ^edbatkf, 

" Market Risk - Very aware of risk limits and food disdpSne. great partner in supporting developments in 
improving risk analysis and understanding of positions. 




» COO • Control aware. Always acts if a coirtro} issue Is escateted to Wm, ccnduc‘s himself as a true business 
owner caring about al! aspects (not just risk mar*asrement) of the business. Keen to =moiement control 
improvements and enhanesments. Chairs toca? BCC. 
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1984 



Mflrtio-Artalojavier (i0ie308)-2Q11 Parfarmance Review 


Page 2 of 3 
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1985 


Jul. Au0. Seo (Quaftertv Discussioni 

N 

N 

OK. Nov. Dec (Year Err)) 

N 

N 






Rfename I Uploaded Bv 

Isource 



Ther^ ws no eoiachinents to tNs oerionmnce review. 


Msrtin-Artafo.jav(ef {K3lS30e)-Z011 Performonce Review 
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1986 


Iksil 
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1987 


Msnager sections ol Vtis revi^ are in 'draff status. Emptoyea cannot view tnanaoet's comments or rating in Draft status. 







iteil.Bmno Mic*ie! (0514921) 


Mardn-AitaJoJavier (1016308) 

AdcSionai lianaoer: 

N/A 

Renew Order-; 

01 ■JAN-2009 — si-c^c-asos 

ReDomtn Year . 

2009 

.k^-ntfer. 

Head Portfdio Manager 

Tesmre Darter ' 

20-JUN-2005 










□ate 

Mansoer.. . --r- 

Not Signed 

N/A 

Rmrdnvee 

Not Siepwd 

N/A 





Measiitearraroet Oates 

(VwM^Ta thner^" 

Total absolute notionol. Var, Stress lest rasulls 


the fanned teducSon was b reduce the book by 30-50%, gel the 

.-a:,.. . 

Var back to 70M and loaintalri acoeptabfa stress test results. Target 


Date r ervi ol 03 

EmDlovee. AeccMCftblldtiiMMito 

me target Is achievad ouanMatlvetv wen K 9w oadi (oAowed has been rodev . 

ManaoeiSCamiuatts 


EaiDloveo Ratfeto 

IfanaoerRaBna - . .■■■■■i- ■ r 

Meets ErDectatta a (High Meets) 

Not Rated 




. , ... 

Elective 

Ueasuies/rwoet Dates 

opnbjbu^ ie IniprvAS ifw' dsk ^ P&^ n^rtn^ 

one report (or P&L dalY. risk Odilyi ahd deleveraging procsess ( 
weekly). No target Dele : as soon as possibS. This Is an ongoing 


wooess 

Emdovee AccontDlishments 

1 advtsad on M these reooru and rmnitored ne rstevance of the rwnbers. 

WanaoerCouMHeHis 


lEmolovee f^tSoo 

lllaRaaer RaSna 1 


licsii.Bruno Micfi^ (0014921) - 2009 Perlarmartcs Review 
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1988 






Dev^api;ieitttGp^rHqt_ 

Parted 

/^wtsn^^purces 

Ptrogress 

expand trading acafvfly to other 
asset classes 

1- keep reducing exposure In c^edl 
markets 

2- develop axpo&ire to rates, FX and 
eouilv mvk^ on modest stm 

book downsizing neods to go Further 
no bade yaf in other asset dasses 

lianaaef^ ComitnEnts 



•jrtmrr' 'S' . 1 jj. w 



Tar*'- • ■' 

Cxjild an 'credit mahcetintefitoence aoertcv* from the cross tra/inn rS9ifr.rm 

MetfixTi Term F12.36 rnonhet 

deveioo a cross asset tradina desk rsferendm credt views 

Short Term {0-1 2 monihal 

estabrish a ' tradirtg learning cemer* where people come to learn* about trading tear and greed 
throuQh once dtsooNreiv. 

Lorrg Term {364- mornha) 

Manaoar Qimtnents 




CONFiDENTiAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. JPM-CiO-PS!-H 0002773 




1989 


rec^cing posi&cns. Thante to th& support of my rnar^gers ^ atang (ha way, tftis experience turned out to be a very profitable exerctsa 
in many rBSpecta : 

1- 1 learned a bt In quite excep tl c yia l conditicns on ttow to m^tags veiy large po^iortB* 


2- > learned to aetdct counterparties d^)ending on whet they could do end wtid they wanted to do. 

.'i- 1 learned that d^everaoim Is ^so St art as much as tx^d^ a t»ok am a P^ can be. 

Masi^er 

TTtere are no comments avalabla from the nwiaperfs),- 
commmts mav nor sx^ or te it draff ssius. 






DtseuKskm 

Emolowee Co«nrm 


Obiectivss 

Y (09-NOV-200S1 

N 

Develcwment/Career Plan 

Y f09-NOV.20(»> 

N 

.lart. Fnb. Mar fOiiartrtriv Discu-vdoni 

N 

N 

Aor. Mav. Jun {Mid Ysarl 

N 

N 

Jul. Ajjq. Sen fOuartertv Dfeftisslon) 

N 

N 

OA Nov. Dec rreai Endl 

Y (09-NOV-20091 

N 



jFstename , I Uploaded By } Source iDate 

! Thers are no attactiw^^ to tfats parfomanc^ mview. 
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1990 


Manager »ecl!ons of this review are In 'dratf etabis. Empl^vee carmeit maneeai's comments ratings in Dratl status. 


^ITMSSS 





HBHHHi 

Iksil.Bnino Mktiel (001^21) 

EHIHHH 

Martn-ArtajoJavler (lOieSMJ 

Addigon^Uatagec 

Review Gvde: ' 

N/A 

01 -JAN-aOl 0 — 31 -DEC-201 0 

Reixtciinin Y«a(7> 

2010 

jDbTBtetr 

Head Potifolfo Manager 

Tenure Data: 

2CknJN-2005 


Not Rated <DraH) 




i 4 








Measures/Taniet Dates 


j reAjce the ooBoosi. the Var and other n& metrtg 


Emplova»Aocoo>pfishn>eots- 


I The Ksks In the book have decreased although soma others tnoeased. Ovarail the Boc4< is much saderand rnora toiar^cad. 

Maitaqer Comments 


Emolovee R^inq 






achieve a pesfOvo P&l. and avoid drpwdoams tot ihe'dalevan^ng 

oracaM ! ’'‘ 



the taroet is achieved ntanertcaJiy vet noiSonals have remairtod rtch due to the ia<* ni ijourttv in t^wlii rt<»rfvatiupe mni\pnt 



Emplovee Ratlira 

ManaoerRatm 

Not Rated 

Not Rasd 
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1991 



aieas»asri«t}et Oates 




ta^l for this year although many rJevetopmert a 

'« stS to he done on the Infrasbuchire side. We also need to get more 





ttainbitr. Ratina 

Inot Rated 

hM Rated 





DeveiopraentGoa^- In 

^to&KtsAlesources 

PiogiBSS 

analyze the experionec of lha 
past 4 years and start up a 
trading group, listen to others' 
fears aind greed 

1 - bul!d a trading group based on tactical 
personal views 

2- me^ the views irrto a set of *tte1 

evenropUons that w8l Mp observe how 
evnyone feets the ilska taken 

3- bu!)d a cross asset porttcAo to access 
manv Dossibte tiouid maikes 

1- the group essts but the process of capital allocsflon Is not 
ysA^ place 

2- the lail evenfpos'rtions exist tMJt overwholm the tactica] 
trades 

3- the podtoKa spans already from rates to equity via credit : 
yet there is not yat s salt-conlained approach 




1 





Term 

Short term, I wish to bulk) this group and learn how U support the Ideas of my coliaagues 

Longer term. 1 thirtit this way of prfviledging 'latl evenT trades could become e *Wadeabla 

Medium Term (12-38 months) 







EnrnloveeSbmthrDreftl-QsBiBnino f23^bv-2010> 


Ecmlovete OooMiunttv (Drain ~ncsa.Bn0w f?3>NOV'2(nbl 

- imarove me buld ud and the dowruhmn ei the trades 


TTtere are no eommann avaliaOla trvn the manager(s): 



Enedovee Year End (Draft! - Dc^. Bruno (Z34K)V-2m0) 

This year was very quiet despite an the rumbl)r>gs in the tsedk markets, i worked under many canslrafros and did many ‘bad trades', le 
Trades that were bad econimicaily. Yet this has allowed to maintain e very slatrfe P&L and uhimately be able to profil from extreme 
voiafillty. 


Iksfl.Bnifw Micho! (0014521) - 2010 Parformance Review 
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- lieamt vstiy and when Kt art or '^ve bac*' a trade in wdor to re-etto at a better point time 
• I leami how to mitigaie risk reduction, notionei reduction in a inarfcBt that <Sd not provide liquidity 
- 1 teamt how to wait and create the opportunities to reduce the bookh m unsupporCva environment. 
Mthis was very humWr^ 1 eoi4d have done much berter.. wdh t^idsitfrt ;y«i 

ilanaoer 

Thera are no comments avaBabla from the manegar^a): 

comrnents may not exist or be In d/aff status 




I^scussioa 



Obtedives 

N 


Devetooment/Career Plan 

N 


Jan. Feb. Mar iOoartcrtv Dteci*«nri' 

N 


Aor. Mav. Jun (Mid Year) 



Jui. Auo. See (Quarteriv Discussioo) 

N 


Oca. Nov. Dec (Year End) 

N 





Hlefiawe 

Tberearei 


IWoadedBv I Source {pate 

I attachments to this oertoma/Ke review. 
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Ntenager sections of flnis review are in 'drstt stsijs. Employee camM view maneger'scontnierts w ratings in Draft sratus. 




Review Ststos: 

In Progress 

EniDtovee: 

Iksll.Bnmo Mich^ (0014921) 

Wananen 

Martin-Artajo.Javier (1016306) 

ACkfiioRalJXscaoer: 

N/A 

f^viewCvclK 

01-JAN-2011 — 3V0EC-2011 

Rdpor&ta Yean - 

2011 

Job 'rate: 

Head Poitfciio Manager 

Tenure Date: 

20-JUN-2005 




Nc4 Rated (Drail) 

Not Rated (Orall) 



User 

denature 

Date 

Uanaaer 

Not Signed 

N/A 

Emolovee 

Not Signed 

N/A 


Uegsurejn~aixiet Dates 


redye the wd(S i VAR. 


Eaytoyee Aecomo Bsl ' im ei ilit 


The avereii riskyness of the book was groally reduced in every raeasures. the Var Increased mostly due to materially increased realized 
jvQlaiflitv in me fnarites. Boi the PAL of the bock has been less arid less voiafeootrtgK. 


Manager Comrnarrt s 


Meets Expeoattons (Miah Meets) 




OMeetive 

Ueaauresn’aroet Dates 

adiifre a poeitrve P&l. and ivgid droedowns in the deievereging 
proceee 

P&L was expected to to flat to negative, u it posHtve 

EiBDlovee AeooariDlistunente 

the book haa been turned over in some places at me tight bme, which allowed to de-rtsK the took while locking gains despite ihe limited 
lioukSh 

Uanaaer Cwifltents 


Eimtovee Rating 

Manager Rating 

Exceeds Expeciations 

Not Rated 
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1994 



ObiecSv^j . 


Biild tatiical strategies between credit and equity mantes 

Ette^Sangues and l built trading strategies that generated regular 
iicome desfHla the vary high volalility. PiL is dose to eOM for 8M 
var. 

&w>k3¥i» j&aediirot^iaKait& 

1 designed an attematfve strategy to what eric did , although beit^ h 
to D^ic : B orotected fuitv the tartcal bor*s 

ha same 'spirit* . II proved very robust espedalty when market started 

Manager eooKdtente ' 


Eniiriove6 Ratfixf 

Manager Batina 

Exceeds Bmectatkins 

hioiRatecl 




Det^o^iteiit - Not 

Staged 

Actfons/Resowces 

Pra^ttss 

Deploy trade desigrs capabiStiw 
on derivatives rnarkeis 

build tradng systems spreadign from 
credit to equity , bonds and FX 

Credit & equity marttets are actively traded togeitiBr, Bond 
markets are target tor next year. Trading on FX should start 

Manager^ Coriuaente ... 





T ■ 'V ■ . ■ ' ■ T " 

livni 

Develop a know-how upon Irscfirtg and managing market stress risks at a profit across asset 

Medium Term (12-36 months) 

ManiMim-CoaKnMitK - . 




ina»tave6 .0ppoito»Y<P<^wtk^ n6440V»^li 
COTrwIca gnq ^ wtainino ttia maftaoBmfg al qi« rtaks 




I T7)sr« flo eomfngms svaitable frwi Ifis manag^rfs): 
wmwafft may draff .grog. 


Th. year was qualteevety very good under the marte? stress and ur*e« 1 ain(y. Quanmaltveiy ithas been less salisladorv due lo the 
bottenert created around ine RWA meaaura 


Thera are no coamsnfs available /nvn the managerts); 

.obfTunentsmavnolexBitorbeindi 
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Discussioii-Ttadunai * ^ . i '«■ -'.•'■'2- Sv*'' i''.- 

Discussion 

Emoiovee Confimi 


Objectives 

Y{i&+iov-aoii) 


Oevetooment'Carser Ran 

Y<16-N0V-2011) 

N 

Jan, Feb. Mar (Ouarteriv Oiscussioni 

YnfrNOV-2011) 

N 

Aw. May, Jun fMW Year) 

Yf16-NOV-?011) 


Jol. Auo. Sec (Quanertv Kscussior) 

Yf16-NOV-2C11) 


Oct Nov. Dec fVear EnC) 

Y(15-NOV-2011) 

N 






Filenaine 

itMoaded Bv 

Isource 

loate 


\lT^or6anroaltasfifr»ntsfolt>lSDeifomi a neeiwi9>¥. 
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0 

9 

22 

1 


o 

o 

o 

•--J 

CO 

to 


.»> Redacted by tbc Permanent 
Sabconmittee oo Investigations 


CIO MRT Feedback • All MDa 




richfUet Maoris 

SSSDHI 

"ner 1 Direct 

AchlUee hM croaled a lupervtoory endronment which hi cob^lanco-WerxIljf and 
controta oriented; Ns team la aSmyt keen to urtderslend the leQuIatory •rt'^nment In 
which they ooerets. 



AchlUes Meeds 

7Ter1 -Wrect 

Pull end frank dialogue durlr>g weekly mesUnge; 2. Risk management and dlecuetlens 

Ml podfcHo riak and return ere held on a forward looking boelf. 3. There are quadsriy 
dcee arvl conthnioua meetings with the FSA on the CIO function - feedback from the 
F8A la that the CIO buelneti deal wllh Ihs regulator In an and Irertsparent way, 

bringing iaaues to their aitortUorr and ansurkig they Ihvb a imdsratanrSng of (he 

buslneia and Ks rIticB. and how they are boino mariaged. 



AehlUes Meeds 

Tier 1 - Direct 

AchiHaa la hIgNy aerteKIve to market data and very reaponsto to market evento. 
drewdowiu, and otNr akuatiema that may aignal need (dr risk reduction. When a 
reduction ie agreed, ha eKecutee wKhouf hesitatlorT. In hte menagement team meeHngs 
he Ie vary thorough, reviewing each market one-by^rw and quIaJng PMa on thair 
ooaillone. He Ie onoeolrH and auoootfhn with the Risk team, 

Comotlonca Revlewec 

NeOiRadln 

Ana Caoella Gomez'Ambo 


‘ ' 

CornDHanee Revlewef 

Smith MIcTuet 

Ans Cecelia Qomez-Acebo 


ComnSonce Reviewer 

Robed Cole 

Ana Cetwila 6omez*Acebo 


Merkel Risk Revtewsr 

Peter Welland 

Ana Catwha Oomaz-Acebo 



Jemee Wilton 

Anihonv Brown 

■ 

Market Risk ReVlewar 

Peter Wbliend 

Anthony Brown 

■ 

CocTDltancs Reviewer 

tobed Cole 

Anihonv PeotMfle 


Make! Rbk Reviewer 

Peter Weilend 

Anihonv PaQuatta 


^ollanoc Reviewer 

Jemee Mlaon 

9runo Iki* 



Market Risk Reviewer 

Peter Weliend 

Bruno IktS 


Bnmo la reaponaiMe lore large portion ofCtO'B MTM rick. He cKapItya a d«R> 

underataodi^ of the market and ful owneraWp of the pooltlone, and ha la very aware 

of the vuloua riak meaaurei and iheir Impllcatlone. He levary open arto good at 

communicating ihe rtaka of hii book, arod very focuaed on managing the various t^iea 
and levela of risk. 






Comodance Reviewer 

Smith Michael 

OreoOHars 


I 

Comolia nee Reviewer 

Robed Cole 

OteaOhiani 


Cowrtlawe Reviewer 

Nelia Rodm 

Oreo Were 

TIerl-DIfed 


1997 



8661 














Fud tnd ^r»^kcl'latogue during wseUy m«dng»: 2. Rtek mBtogemont and (liKUM^ 
on po(tfoda risk «id retun are tiold on a InvreRl looking butt. X Tbere ore quoriMty | 
dooeand contlnuout mwllng**iWi(ha FSAonOieCtOfunctlDn-laodbKAfran the | 
it thd Uw CIO butlnaM daot vttih Itw reguMor h ei opon and franaporenl My. 
bringkig Ittuei (o thetr attomtw and anautng ftwy have a good undentending of the 

buaineM and lterfd».*fKlfwwttw are l>etng managed. ___ 

Javtorterespon*MfwagfDuporPMwhotogattwrmaru«eatia'«(Vren(uiKtnrioi 

rtok fcr CK}. RWc contrei te importeni te Jvriw. WKl he frequently kdUatoc 

etth RIak and It vwv rewonthw to ritk teaoet- 


No cemtnant • No noteWa teedback 


Iwo conviienl - No notebte teedbacfc 



CD 

CD 

CD 




s 
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Compliance Reviewer 

Anthony Brown 

Redacted By 

Permanent Subcommittee on Investigations 

Market Risk Reviewer 

AnUiot>y Brown 


Bruno Ikelf 

No comment - No notable feedback 

Market Risk Reviewer 

Bruno Iksll 

Bruno is responsible for a large portion of CIO's MTM risk. Ho displays a deep 
understanding of the markat and full ownership of the poaltions. and ha is very awara of 
the various risk measures and thair Impllcatlans. He Is very open and good at 
communicating the riska of his book, and very focused on managing the various types 
and levels of risk. 

Comoliancs Reviewer 

Chdatopher Shiu Lun Chan 

Redacted By 

Permanent Subcommittee on Investigations 


Christos^er ShIu Lun Chan 

Compliance Reviewer 

Oarren Walker 


Market Risk Reviewer 

Darren Walker 


Compliance Rawewer 

Georae Poivchronopouios 


Market Risk Reviewer 

Georpe Poivchronopouios 

Compliance Reviewer 

James Douoias 

Market Risk Reviewer 

James Douglas 

Complianca Revlevwr 

Javier Martin-Artalo 

No comment - No notable feedback 

Market Risk Reviewer 

Javier MartirvAht^o 

Javier is responsible for a group of PMs who together manage a significant amount of 
risk ftir CIO. Risk control Is important to Javier, and he Frequently Inltletes discussions 
with Risk and is very resporiaive to risk issues. 


2000 


Reviewer Group 

Rcvicwcc Name 

Comment 

HHHi 

Menashe Banii 

Redacted By 

Permanent Subcommittee on Investigations 

Mark^ Risk Reviewer 

Menaahe Banit 


Compllanoe Reviewer 

NmkI iwami 

Market Risk Reviewer 

Naoki Iwami 


Patrick Haoan 

No comment - No notatsfe feedback 


Patrick Hspan 

No comment * No notable feedback 

Compliance Reviewer 

Ravaon Kun KwokChurw 




Compliance Reviewer 

Takash! Makifa 

Redacted By 

Permanent Subcommittee on Investigations 

Market Risk Reviewer 

Takaski MakKa 

Compliance Reviewer 

Toloa Uzuner 


Market Risk Reviewer 

Toipa Uzuner 



2001 



2002 
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Ach((ies Maoris 


Total Compensation History 
Performance Year 



2011 

2010 

2009 

Salary 

$756,000 

$524,000 

$245,000 

Cash iC 

$2,630,000 

$3,346,000 

$5,999,000 

FSA Retained 

$2,630,000 

$3,346,000 

$0 

RSU 

$3,645,000 

$4,019,000 

$9,947,000 

FSA Deferred 

$4,245,000 

$5,019,000 


ItRSUs 

102,379 

90,760 

204,816 

SARs 

$600,000 

$1,000,000 

$3,000,000 

USARs 

67,492 

76,923 

200,000 

TC 

$14,506,000 

$17,254,000 

$17,990,000 


to 

o 

o 
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Name: 


Achilles Maoris 


Total Compensation History 

Performance Year 



2011 

2010 

2009 

Salary 

$756,000 

$524,000 

$245,000 

Cash iC 

$2,630,000 

$3,346,000 

$5,898,000 

FSA Retained 

$2,630,000 

$3,346,000 

so 

RSU 

$3,645,000 

$4,019,000 

$8,847,000 

FSA Deferred 

$4,245,000 

$6,019,000 


URSUs 

102.379 

90,760 

204,816 

SARs 

$600,000 

$1,000,000 

$3,000,000 

USARs 

67,492 

76,923 

200,000 

TC 

$14,506,000 

$17,254,000 

$17,990,000 




Name: Javier Martin-Artajo 

Total Compensation History 

Performance Year 



2011 

2010 

2009 


Salary 

$756,000 

$491,000 

$215,000 


Cash 1C 

S1.965.000 

$2,453,000 

$4,900,000 


FSA Retained 

$1,965,000 

$2,453,000 



RSU 

$2,748,000 

$2,930,000 

$7,350,000 


FSA Deferred 

$3,148,000 

$3,680,000 



»RSUs 

77.178 

66.165 

170,159 


SARs 

$400,000 

$750,000 

$2,250,000 

to 

nSARs 

44,995 

57,692 

150,000 

o 





o 

TC 

$10,982,000 

$12,757,000 

$14,715,000 

Oi 




Name: Bruno Iksii 

Total Compensation History 

Performance Year 



2011 

2010 

2009 

Salary 

$429,000 

$318,000 . 

$187, 000 

Cash iC 

$1,267,000 

$2,540,000 

$2,166,000 

FSA Retained 

$1,267,000 



RSU 

$1,900,000 

$3,810,000 

$3,249,000 

FSA Deferred 

$1,900,000 



n Rsus 

53.365 

86.034 

75,218 

SARs 

$0 

$650,000 

$600,000 

nSARs 


50,000 

40.00Q 

TC 

$6,763,000 

$7,318,000 

$6,182,000 


to 

o 

o 



2008 


Adam, Phillipa C 

Drew, 1 ria 

13 January 2011 13:02 
iyiscris. Acbitles O 

ConfldenOai - 2010 Perfoirnance Evaluation 


From: 

Sent: 

To: 

Subject 


• ted intcrnarTonaJ CIO to very strong performance resuitswith excellent leadership (especially In my 
absence) and decision making in risk management. 

• Fully integrated CIOs mission mternationaltYv.rith the company's overall direction. 

• Attracted a nd trained highly skilled professionals who <an continue building out Imernational CtO. 

- Solicited feedback from the opncrol Jeads who concur that in SOaO, you continued to be proactive and 
demonstrated a high degree of sensitivity to the firm's risk managenient practices. You lead by example 
through decision making to risk management. 


Development Areas 

• Should you aspire to C30/OC role, you need to take a broader perspective of top tier pay at the firm. 

• Tp be completely successful as a potential successor you need to help drive integration and partner with 
North America. 

• Work with C)0 to increase understanding of scale for top of the house positions, 



I'd nbaz 2 k// rwji 


oseun U80joiiv-4r- 
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Wiimot, John 


Sent; 

To: 

Subject: 


Drew, !n2 

Thursday, January 33, 2011 6:43 AM 
Wilmol,Johri 

Confidential - 2010 Performance Evaiuation 


Strengths 


• Has had 3 very successful year in P&L generation through COU, BOLt and Private Equi ty Investments. 

• Developed An.a to a point where he cart successfully move to the CFO role without business interruption. 

• Heavily relied on for judgment throughout the year on multiple issues. 


Development Areas 

* fn CFO role it will be extraordinarily important to over communication with both me and the entire team in 
orderto be successful. 

• Develop complete transition plan for ail tasks that Ana will not take to 516. 


Employee Confirm 




Manager Confirm 
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Weiland, Peter 

From: Dre'^/, Ina 

Sent; Monday, Janiiaiv 10. 2011 4:44 PM 

To; Weiland, Peter 

Subject; ConMential - 2010 Performancs Evaluation 


Strengths 

• Has developed the CRO rofe and started building out appropriate risk management capabilities across CIO. 
■ Begun successful integration of CRO Into -firm wide processes. 

• Has hired and filled out CiO Risk Management team 

Development Area 

• Must drive the CIO CRO risk management capabilities to a high-level of sophistication and depth. 

« Must make more independent decision on marginal risk requirements now that you have had time to 
understand how the division functions. 

• Should use empowered seat to initiate discussions with front office without my instructions. 


Employee Confirm 




Manager Confirm 
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CIO RISK MANAGEMENT TEAM 



Effective Pre-June 2011 
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CIO RISK MANAGEMENT TEAM 



Effective June 2011 - January 2012 


12 
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2013 


Distribution List Membership Around March 2012 


EOD Credit estimate : 

• Buraya, Luis 

• DeSangues, Eric 

• Drew, Ina 

• Enfield, Keith 

• Goldman, Irvin 

• Grout, Julien 

• Hagan, Patrick 

• Iksil, Bruno 

• Hughes, Jason 

• Lee, Janet 

• Macris, Achilles 

• Martin-Artajo, Javier 

• Patel, Samir 

• Polychronopoulos, George 

• Renshaw-Lewis, Philip 

• Tocchio, Samantha 

• Tse, Irene 

• Stephan, Keith 

• Weiland, Peter 

• Wilmot, John 

CIO P&L Team : 

• Buraya, Luis 

• DeSangues, Eric 

• Enfield, Keith 

• Grout, Julien 

• Iksil, Bruno 

• Martin-Artajo, Javier 

• Patel, Samir 

• Polychronopoulos, George 

• Stephan, Keith 
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From: Drew, Ina <Ina.Drew@ 3 pm 0 rgan.com> 

Sent: Mon, 23 Jan 2012 22:57:26 GMT 

Tn- Reporting <mrm.rep 0 rting@ 3 pmchase.com>; Weiland, Peter 

<peter.weiland@jpmchase.com>; Hogan, John J. <JohnJ.Hogan@jpmorgan.com> 
MRM CIO Global <MRM_aO_Giobal@restricted.chase.com>; Doyle, Robin A. 
<Robin.A.Doyle@chase.com>; MRM bctemal Importing 
CC: <MRM_ExternaLReporting@ 3 pmchase.com>; Intraspect - LIMITS <Intraspect_- 

_LIMITS@restricted.chase.com>; MRM Firmwide R^rting 
<MRM_FI rTnwide_Reporting@ 3 pmorgan.com> 

Subject: Re: ACTION NEEDED: CIO Global lOQ VaR Limit One-off Limit Approval 


Approved 


From; MRM Reporting 

To: Weiiand, Peter; Hogan, John!,; Drew, Ina 

Cc: MRM CIO Global; Doyle, Robin A.; MRM External Reporting; Intraspect - LIMITS; MRM Rrmwide Reporting 
Sent: Mon Jan 23 15:46:19 2012 

Subject: ACTION NEEDED; CIO Globa! lOQ VaR Umit One-off Limit Approval 

Pete/John/ Ina, 


This email is to request for your approval to temporarily increase the following Level 1 CIO - Global - 10Q VAR limit from $95mm 
to $105mm until January 31, 2012. 

CIO 95% VaR has become elevated as CIO balances credit protection and management of its Bass! Ill RWA, In so doing, CIO 
has increased its overall credit spread protection (the action taken thus far has further contributed to the positive stress benefit in 
the Credit Crisis (Large Flattening Sell-off} for this portfolio which has increased from +$1,4bn to +$1,6bn) while increasing VaR 
during the breach period. 

Action has been taken to reduce the VaR and will continue. In adcftion, CIO has developed an improved VaR model for synthetic 
credit and has been working with MRG to gain approval, which is expected to be implemented by the end of January, 

The impact of the new VaR model based on Jan, 18 data will be a reduction of CIO VaR by 44% to $57mm. 


If more information is required, please let us know ar>d we will arrange to provide further details. 


Limit 

ID 

Description 

Limit 

Type 

Umit Value 

Proposed 

One.Off 

Limit 

Proposed 

Expiration 

Approvers 

36569 

CIO -Global - too 
VAR 

Level 1 

95,00,000 

105,000,000 

1/31/2012 

Peter Weiland. John 
Hoqan, Ina Drew 


Upon receipt of your approval, the above proposed limits wnil be effective January 20 , 2012. 

If you approve of the above limit changes, please reoiv to ail with your approval. Thank you. 


Conndentlal Treatment Requested by JPMORGAN CHASE S CO. 


JPMCIO 0003702 


nnMPinFNTiAi trfatmfnt oFriHF.<;TFn by .i p moroan chasf ft co 
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From: Zubrow, Barry L <barry.j.zubrow(g^pmchase.com> 

Sent: Sat, 28 Jan 2012 15:29:16 GMT 

y Goidman, Irvin J <irvin.j.goldman@ 3 pmchase.a>m>; Hogan, John J. 

' <John.J.Hogan@jpmorgan.com> 

Subject: FW: JPMC Firmwide VaR - Daily Update - COB 01/26/2012 


Why is ao VAR so elevated? What is the collective \«ew regarding what to do about this? 
Barry 


Original Mesage 

From: Market Risk Management - Reporting 

Sent; Friday, January 27, 2012 06:16 PM Eastern Standard Time 

To: Market Risk Management - Reporting; Dimon, Jamie; H^an, John J.; Zubrow, Barry L; Staley, Jes; 
Drew, Ina; Goldman, Irvin J; Wetland, Peter; Weisbrod, David A.; Bacon, Ashley; Beck, David J; Braunstein, 
Douglas; Morzaria, Tushar R; Wilmot, John; Dellosso, Donna; Bisignano, Frank J; Rauchenberger, Louis; 
Lake, Marianne 

Cc: Doyle, Robin A.; Waring, Mick; Market Ride Reporting; GREEN, IAN; McCaffrey, Lauren A; Tocchio, 

Samantha X; Chiavenato, Ricardo S.; Chen, Dan 

Subject: JPMC Firmwide VaR - Daily Update - COB 01/26/2012 


Firmwide 95% IQQ VaR 

• The Firm's 95% lOQ VaRas of cob Oi/26/2012 has increased hv$8mm from the prior day's VaR to $161mm and has 
breached the Sl40mm Firm VaR limit for the third consecutive day. 

• CfO's95% 10Q,VaR* as of cob 01/26/2012 has increased by S8mm from the prior day's VaRto$120mm and has 
breached the SllOmm 00 VaR limit for the third consecutive day. 

• The increase in the Firm's VaR Is primarily driven by an overall reduction in diversification benefit across the Firm and 
position changes in CIO. 

• Each lob’s contribution to the Firm's $161mm VaR (as shown by marginal VaR) are; IB (S45mm mVaR, primarily driven 
by Credit Mkts Global, Credit Port Global, and Global Rates), CIO (Sl07mm mVaR, primarily driven by CIO International 
credit tranche book), RFS{S2mm mVaR, primarily driven by the MSR portfolio). Private Equity ($3mm mVaR, primarily 
driven by the International Cons portfolio), and TSS {$4mm mVaR, primarily driven by the ADR hedge book). 

• The stand alone VaR for each LOB are as follows: IB is $76mm (vs. $120mm limit), CIO is Sl20mm (vs. SlOSmm limit), 
RFS Is $10mm (vs. S9Smm limit), TSS is $9mm (vs. S2Smm limit). Private Equity is $6mm (no limit set given 
immateriality), end AM is $0.2mm (no limit set given immateriality). 

* CIO continues to manage the synthetic credit portfolio balancing credit protection and Basel III RWA. The new VaR model for 
CIO was approved by MRG and is expected to be implemented prior to month-end. 



The below table shows the 95% lOQ VaR for the current quarter compared with the prior quarter and the corresponding 
quarter of prior year. 
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Please contact the MRM External Reporting team with any questions. 
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From: 

Sent: 


To: 

Subject: 


ERIC DESANGUES <EDESANGUES@| 

Fri, 16 Mar 2012 19:17:02 GMT 

BRUNO IKSIL <BIK5IL20HHIi^^HH BRUNO IKSIL <brunD.ni.iksil@lpmorqan,com>; LUIS 
BURAYA <LBURAYAe®iSBBBr^IC DE SANGUES <EDESANGUES@| 

ERIC DE SAN GUES <erlc.de. 5 an 9 ues@jpmorgan.com>; JULIEN GROUT 
<JGROLrT3@|BBBi^HV' JULIEN GROUT <]ulien.g.grout@jpmchase.com> 


‘ Redacted bj' the Permanent 
- Subcommittee on iavestigatioos 


03/14/2012 21:35:07 ERIC DE SANGUES, JPMORGAN CHASE BANK, has left the rc»m 
03/14/2012 21:35:37 BRUNO IKSIL, JPMORGAN CHASE BANK, has left the room 
03/15/2012 02:00:10 BRUNO IKSIL, JPMORGAN CHASE BANK, has joined the room 
03/15/2012 02:00:10 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (748320) Disclaimer: THIS IS TOR INFORMATION ONLY, NOT AN OFFEROR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY RNANCIAL INSTRUMENT, NOR AN OFFICIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSmON OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CQENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 


03/15/2012 02:59:11 LUIS BURAYA, JPMORGAN CHASE BANK, has joined the room 
03/15/2012 02:59:11 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

»** JPMORGAN CHASE BANK, (748320) Disclaimer; THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFFICIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEQEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT US COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSmON OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CUENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACnONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 


03/15/2012 03:42:26 ERIC DE SANGUES, JPMORGAN CHASE BANK, has joined the room 
03/15/2012 03:42:26 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

♦*» JPMORGAN CHASE BANK, (741671) Disclaimer: THIS IS FDR INFORMATION ONLY, NOT AN OFFER DR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFnCIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEQEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAIUBILIIY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSniON OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CQENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/15/2012 04:41:02 JUUEN GROUT, JPMORGAN CHASE BANK, has joined the room 
03/15/2012 04:41:02 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (741671) Disclaimer: THIS IS FOR INFORMATION ONLY, NOT AN OFFEROR 
SOLICriATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFHCIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE REUABLE, BUT WE DO NOT 
WARRANT US COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSIUON OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSIRUMENT DISCUSSED HEREIN. CUENTS SHOULD CONSULT THEIR OWN 
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ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN EFfTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/15/2012 11:17:30 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

[jruno 

03/15/2012 11:17:37 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
no data on your blotter page still 

03/15/2012 11:19:00 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I saved it 

03/15/2012 11:19:08 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
maybe is the wrong date 

03/15/2012 11:19:15 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
i hope it wss not the blotter from ytday 

03/15/2012 11:19:28 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Look on my pc 

03/15/2012 11:19:39 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Ah yes 

03/15/2012 11:19:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

This is 

03/15/2012 11:19:43 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

:-) 

03/15/2012 11:19:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I over wrote 

03/15/2012 11:24:43 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Julien 

03/15/2012 11:24:54 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
yes 

03/15/2012 11:24:57 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Target Is to buy only lOyr 0-3 

03/15/2012 11:25:00 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

At 62 or better 

03/15/2012 11:25:05 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ok 

03/15/2012 11:25:11 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
no citi though 

03/15/2012 11:25:24 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
so far only JPM/citI offering there 

03/15/2012 11:29:21 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

Bruno 
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03/15/2012 11:29:31 LUIS BURAYA, IPMORGAN CHASE BANK, says: 

I do not understand T82 

03/15/2012 11:29:47 LUIS BURAYA, IPMORGAN CHASE BANK, says: 

_2.8M coming from Greek default? 

03/15/2012 12:45:38 LUIS BURAYA, IPMORGAN CHASE BANK, says: 

Equity +2M daily 

03/15/2012 12;52;50 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

Back 

03/15/2012 12:53:02 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

Ok the sovex index is much tighter 

03/15/2012 12:53:13 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

So I think this should not be a loss 

03/15/2012 12:53:34 BRUNO IKSIL, IPMORGAN CHASE BANK, says; 

Please check by remarking correctly the sovex 

03/15/2012 12:53:44 BRUNO IKSIL, IPMORGAN CHASE BANK, says; 

The index quotes 225 

03/15/2012 12:53:45 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

Or less 

03/15/2012 12:53:59 lUUEN GROLIT, IPMORGAN CHASE BANK, says: 

230 

03/15/2012 12:54:20 lUQEN GROUT, IPMORGAN CHASE BANK, says; 
bruno u need me to book the gs S9 5/10 trades? 

03/15/2012 12:54:53 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

Yes please 

03/15/2012 12:55:22 lUUEN GROLIT, IPMORGAN CHASE BANK, says: 
ok 

03/15/2012 12:55:47 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

Try to seel hyl6 at 99 3/4 and hyl5 at 100 3/4 

03/15/2012 12:55:51 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

100m each 

03/15/2012 12:56:02 lUUEN GROUT, IPMORGAN CHASE BANK, says: 
ok 

03/15/2012 12:59:51 lUUEN GROUT, IPMORGAN CHASE BANK, says: 
core -90k 

03/15/2012 13:01:08 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

Ah ah 

03/15/2012 13:01:10 BRUNO IKSIL, IPMORGAN CHASE BANK, says: 

Nice 
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03/15/2012 13:01:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Tactical? 

03/15/2012 13:01:19 JUQEN GROin', JPMORGAN CHASE BANK, says: 
metric at 290 

03/15/2012 13:01:31 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
worst ig9 as 5y widening., as well as lOy 

03/15/2012 13:02:06 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
tactical -3.4M - equities +2M 

03/15/2012 13:02:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Wonderful 

03/15/2012 13:04:11 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
we broke 1400 in spx 

03/15/2012 13:24:39 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Ig9 Syr widening should be good for us 

03/15/2012 13:24:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Ah 

03/15/2012 13:24:50 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Send the pnl 

03/15/2012 13:25:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Can u drop me here the breakdown of the lag please? 

03/15/2012 13:26:10 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
sure 

03/15/2012 13:26:14 LUIS BURAYA, JPMORGAN CHASE BANK, says; 
for block 4? 

03/15/2012 13:26:16 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

And send It to javier email 

03/15/2012 13:26:46 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
itraxx 83 (4bp) ig 180 (4bp) hy 37) 0.12 

03/15/2012 13:26:47 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Put me in copy 

03/15/2012 13:27:02 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I refer to the spreadsheet 

03/15/2012 13:27:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

No luis 

03/15/2012 13:27:14 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

just fyi, looking at the sovx thing. The MO didn’t process it correctly. The factor is wrong and the CDS for 
Greece is price by the IB who knows where. 

03/15/2012 13:27:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
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Ok 

03/15/2012 13:27:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

I think what happens here 

03/15/2012 13:28:05 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Is that the greek cds is booked at 100 bps 

03/15/2012 13:28:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

And valued at 78upfrDnt 

03/15/2012 13:28:17 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
yes, we were talking about that 

03/15/2012 13:28:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Now 

03/15/2012 13:28:43 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Then the index as such is now say at 230 not at 345 

03/15/2012 13:28:54 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
yes. 

03/15/2012 13:28:57 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

That should make no pni jump 

03/15/2012 13:29:02 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
agree 

03/15/2012 13:29:23 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
but the IB is pricing the single name at 4354.8 spread running 

03/15/2012 13:29:49 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

I worked the upfront with Eric, but we do not know what the guys are doing 

03/15/2012 13:30:07 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

So juiien, basically u say the worsening is 1 bp in ig9 

03/15/2012 13:30:08 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
any help? 

03/15/2012 13:30:18 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Look luls 

03/15/2012 13:30:23 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
correct bruno 

03/15/2012 13:30:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

This sounds correct 

03/15/2012 13:30:32 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

This is not the pb 

03/15/2012 13:30:41 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
mostly, 5y roll flatter 

03/15/2012 13:30:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
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The pb is tied to the index pnl 

03/15/2012 13:32:22 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
that was for yesterday problem 

03/15/2012 13:32:35 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
today's is also taking a hit 

03/15/2012 13:32:43 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
it’s not linked to the sovx 

03/15/2012 13:32:48 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
we are working with Colin 

03/15/2012 13:33:41 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
sorted. MT is wrong, 

03/15/2012 13:33:53 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

We are flattening the pnl. +500K in Tactical 

03/15/2012 13:34:01 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
Juiien 

03/15/2012 13:34:05 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
yes 

03/15/2012 13:34:10 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
Could remind me the level of hyl7, ig 17, main s 16 and ig9 lOyr please 

03/15/2012 13:34:12 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

At month end 

03/15/2012 13:34:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

And now 

03/15/2012 13:34:40 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
tactical pnl now +2.9M 

03/15/2012 13:34:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

Cool 

03/15/2012 13:34:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Ok good 

03/15/2012 13:35:13 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
Reserve 2.5 

03/15/2012 13:35:26 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
sorry my bad -2.9M 

03/15/2012 13:35:34 LUIS BURAYA, JPMORGAN CHASE BANK, says; 
sorry... 

03/15/2012 13:36:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Ah 
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03/15/2012 13:36:15 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Send like that 

03/15/2012 13:36:23 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
ok 

03/15/2012 13:37:24 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
ok, i took the latest marks from Julien Final Tactical pnl +800k 

03/15/2012 13:38:11 JUUEN GROLTT, JPMORGAN CHASE BANK, says: 

bruno: at 29-feb; main sl6 128.25bp, xo: 566bp, igl7;93bp, hy: 98.0625, ig9 10y:112.5 

03/15/2012 13:38:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

Good 

03/15/2012 13:38:22 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Shoot 

03/15/2012 13:38:47 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Ok 

03/15/2012 13:38:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Now? 

03/15/2012 13:39:07 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

What do u see on metric 

03/15/2012 13:39:09 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

And what do we have 

03/15/2012 13:39:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

7 

03/15/2012 13:39:18 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
today; main sl6 123.5, xo: S47bp, igl7: 89.5, hyl7: 98.125, ig9 lOy: 113.5 

03/15/2012 13:40:57 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
we have: main slS: 123.75, xo: 548, igl7 89.25, hyl7 97.9375, ig9 lOy: 106.25 

03/15/2012 13:43:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I am a bit puzzled 

03/15/2012 13:43:03 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
depending on runs ig9 lOy can be see tighter. 

03/15/2012 13:43:04 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

We have 6bps in ig9 after all 

03/15/2012 13:43:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

Is that realistic 

03/15/2012 13:43:07 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

7 

03/15/2012 13:43:15 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
i have the roll at 19 
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03/15/2012 13:43:18 BRUNO IKSIL, JPMORGAN CH/ISE BANK, says: 

I know 

03/15/2012 13:43:32 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I question here how we position ourseleves 

03/15/2012 13:43:55 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Aren't we making ig9 10 responsible for all here? 

03/15/2012 13:44:10 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ah yes it's definitely pb number one 

03/15/2012 13:44:17 JUQEN GROUT, JPMORGAN CHASE BANK, says; 
also; main s9 lOy 

03/15/2012 13:44:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Ok 

03/15/2012 13:44:50 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Does not show here 

03/15/2012 13:45:00 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

I am conbfused 

03/15/2012 13:45:22 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
i mean, im trying to keep a relatively realistic picture here - ig9 lOy put aside 

03/15/2012 13:45:44 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

B^ause 7 bps in ig9 lOyr makes up for 7x50 gives 350 

03/15/2012 13:46:01 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Yes but u see 

03/15/2012 13:46:13 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Just the ig9 lOyrs explains more 

03/15/2012 13:46:14 JUQEN GROUT, JPMORGAN CHASE BANK, says; 

that's what i am saying. I am not marking at mids as per a previous conversation 

03/15/2012 13:46:15 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Than the metric 

03/15/2012 13:46:25 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
i can call and explain 

03/15/2012 13:46:29 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I am confused 

03/15/2012 13:46:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Cool 

03/15/2012 13:47:04 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Go 

03/15/2012 13:47:29 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
calling 
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03/15/2012 13:48:05 JUQEN GROUT, JPMORGAN CHASE BANK, says; 
ok let me know when you are ready 

03/15/2012 13:48:45 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Did u hear me? I could not 

03/15/2012 13:48:53 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
no i didnt hear you 

03/15/2012 13:48:55 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

Try now 

03/15/2012 13:49:24 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
voicemail 

03/15/2012 13:59:46 LUIS BURAYA, JPMORGAN CHASE BANK, has left the room 
03/15/2012 14:07:00 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
coupe 

03/15/2012 14:14:31 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

Julien? 

03/15/2012 14:14:44 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
yes 

03/15/2012 14:15:12 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Send to me and javier the spreadheet where u store the breakdown of the difference between our estimate 
and crude mids 

03/15/2012 14:15:22 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I will comment to javier 

03/15/2012 14:15:56 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Just say that this is the spreadsheet that provides the details of the difference 

03/15/2012 14:16:07 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

Between main s9 ig9 and hy 

03/15/2012 14:16:15 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
u need the spreadsheet, or only the table 

03/15/2012 14:16:37 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

The spreasheet only 

03/15/2012 14:17:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

In the ralaly 

03/15/2012 14:17:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Just say the difference worsened by Ibp on ig9 

03/15/2012 14:17:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Rally 

03/15/2012 14:18:12 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Btw 

03/15/2012 14:18:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

JPWCIO tWOKOI 

by JPMORGAN CHASE A CO. 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CIO-PSI-H 0003606 



2026 


What did iu have yesterday for ig9 lOyr and igl7? 

03/15/2012 14:18:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

As crude metric price 

03/15/2012 14:19:44 JULIEN GROUT, JPMORGAN CHASE BANK, says: 

91 vs 110.5 

03/15/2012 14:20:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

No 

03/15/2012 14:20:13 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Cmde 

03/15/2012 14:20:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Not our estimate 

03/15/2012 14:20:27 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Market mids 

03/15/2012 14:20:35 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Blind marking 

03/15/2012 14:20:42 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
i repeat 

03/15/2012 14:20:56 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

No 

03/15/2012 14:21:18 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Yeatenday is quoted wider the ig9 lOyr 

03/15/2012 14:22:16 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I think u had 114.5 or 114 instead 

03/15/2012 14:22:30 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

For 91 ref in igl7 

03/15/2012 14:45:33 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Email sent 

03/15/2012 14:45:48 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
i sent you the sheet 

03/15/2012 14:46:20 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
going home now speak tomorrow 

03/15/2012 14:46:35 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
rescap headline out 

03/15/2012 14:47:12 JULIEN GROUT, JPMORGAN CHASE BANK, has left the room 
03/15/2012 14:54:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

>Yes 

03/15/2012 14:54:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

>Seen 
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03/15/2012 14:55:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
Could u sell hyl6 and hyl5 

03/15/2012 14:55:27 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 


03/15/2012 15:00:38 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

HENRY KIM: i buy lOOmmO 99.625 and IQQmtn @ 100.625 

03/15/2012 15:00:46 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Late trade to book 

03/15/2012 15:25:23 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

FELIX BHANDARI: so i sell 20mm at 39, 70mm at 38a 

03/15/2012 15:25:36 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Hy9 Syr 10-15 

03/15/2012 15:32:40 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

HENRY KIM: so far I've bot from you all day: 

100mm hyl5,5y @ 100.5 
100mm hyl6.5y @ 99.625 
100mm hylS.Sy O 100.625 

and you can do 50mm more of each 16, 15 @ .5625 

03/15/2012 20:23:49 BRUNO IKSIL, JPMORGAN CHASE BANK, has left the room 
03/15/2012 21:54:01 ERIC DE SANGUES, JPMORGAN CHASE BANK, has left the room 
03/16/2012 02:14:24 BRUNO IKSIL, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 02:14:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (748320) Disclaimer: THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOUCITATION FOR THE PURCHASE OR SALE OF ANY RNANCIAL INSTRUMENT, NOR AN OFFICIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BELIEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABIUTY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSITION OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CLIENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACnONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICnON UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/16/2012 03:17:13 LUIS BURAYA, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 03:17:13.LUIS BURAYA, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (748320) Disclaimer: THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFFiaAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BELIEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WUHOUT NOTICE. WE MAY HOLD A POSITION OR ACT AS A MARKET MAKER 
IN ANY RNANCIAL INSTRUMENT DISCUSSED HEREIN. CLIENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P, MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/16/2012 03:18:19 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
good morning 

03/16/2012 03:18:31 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
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hello 

03/16/2012 03:18:35 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

I think we are looking forward to another non-acBon day 

03/16/2012 03:19:10 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

I'm checking the deltas Bruno 

03/16/2012 03:19:14 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

I'll come back to you 

03/16/2012 03:19:18 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok 

03/16/2012 03:19:20 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
let's see if anything has changed 

03/16/2012 03:33:10 JUUEN GROUT, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 03:33:10 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (741671) Disclaimer: THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFFICIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAIUBILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOLfT NOTICE. WE MAY HOLD A POSIUON OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CLIENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/16/2012 03:33:42 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
morning 

03/16/2012 03:40:27 ERIC DE SANGUES, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 03:40:27 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (741671) Disclaimer: THIS IS FOR INFORMATION ONLY, NOTAN OFFEROR 
SOLICUATION FOR THE PURCHASE OR SALE OF ANY RNANCIAL INSTRUMENT, NOR AN OFFICIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOHCE. WE MAY HOLD A POSIUON OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CLIENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICUON UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/16/2012 03:44:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
hello 

03/16/2012 03:44:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i sent another email today 

03/16/2012 03:44:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
have a look 

03/16/2012 03:44:26 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
yes 

03/16/2012 03:49:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
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please let me know when core deltas are updated 

03/16/2012 03:54:17 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
done 

03/16/2012 03:55:05 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
thx 

03/16/2012 03:59:59 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

Most of the otm options have been expired. 

03/16/2012 04:00:11 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
delta unchanged 

03/16/2012 04:00:14 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
cool 

03/16/2012 04:00:15 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

+204M 

03/16/2012 04:00:23 LUIS BURAYA, JPMORGAN CHASE BANK, says; 
checking now, the issue 

03/16/2012 04:01:21 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

74 eur, 0 delta change after expiry 

03/16/2012 04:02:19 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

74 usd, +72M after expiry 

03/16/2012 04:02:26 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
sorry - 72M 

03/16/2012 04:02:57 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

76 usd +28M after expiry 

03/16/2012 04:03:17 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
total impact after expiry should be +44M in Atlas. 

03/16/2012 04:03:22 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
sorry 

03/16/2012 04:03:23 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

-44M 

03/16/2012 04:03:39 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
so final delta should be +160M 

03/16/2012 04:03:53 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

(all this is theoretically as per cument Adas) 

03/16/2012 04:04:08 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok thx 

03/16/2012 04:39:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

JUlien? 

03/16/2012 04:40:04 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

ConfiSential Traaonent RaqueSed JPW-CtO OOOSS05 

JPMOROAN CHASE S CO. 
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Can you make a print of the chat you had with Biran Christman yesterday please? 

03/16/2012 04:44:45 JUtlEN GROUT, JPMORGAN CHASE BANK, says: 
done 

03/16/2012 04:44:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
th 

03/16/2012 04:45:06 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i bought 50m xover 

03/16/2012 04:45:08 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
instant 

03/16/2012 04:45:12 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
main widens 

03/16/2012 04:45:19 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
proxy hedging 

03/16/2012 04:45:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
eauity flat 

03/16/2012 04:45:22 JULIEN GROLIT, JPMORGAN CHASE BANK, says: 
sophsticated 

03/16/2012 04:47:07 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
the index market is non existent when us guys are not in 

03/16/2012 04:57:31 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
so true 

03/16/2012 05:01:26 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

Credit Agricole correlation book RIP : * CREDIT AGRICOLE (UW) FT reports Credit Agricole has handed the 
remains of a dosed business in its investment bank over to BiueMountain, reducing RWAs by EUR14bn 

03/16/2012 05:03:15 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ah ah yes 

03/16/2012 05:03:28 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i wiil surrender to our own investment bank 

03/16/2012 05:03:33 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
no worries 

03/16/2012 05:03:39 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
the work on their bonus for this year 

03/16/2012 05:03:45 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
they have one customer 

03/16/2012 05:03:51 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
that wiii be enough 

03/16/2012 05:04:59 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

I love the caveat in this article : There is stiil some residual risk for Credit Agricole from this transaction as 
they are providing an unquantified liquidity facility to Blue Mountain, so not a dean sale. 
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03/16/2012 05:05:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
yes 

03/16/2012 05:05:13 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
excellent 

03/16/2012 05:05:20 BRUNO IKSIL^ JPMORGAN CHASE BANK, says: 
n worries 

03/16/2012 05:05:27 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
jp does first class business 

03/16/2012 05:05:31 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
no spillage 

03/16/2012 05:05:37 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
yes in that case 

03/16/2012 05:08:53 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

for CA it's different.. .they're still on the hook...CPPIs with liquidity lines, LSS with (far away) triggers, super 
thin mezzanines (I remember a 5-6% lOY mezz...)... The toxic waste of a toxic pCTiod...all that wrapped in 
a nice gift package... Most of the remaining risk in that thing is now tail risk / liquidity risk 

03/16/2012 05:09:27 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

they say they get rid of the risk and still keep the liquidity side of it.. .mind boggling 

03/16/2012 06:18:27 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
bruno pis read MS chat 

03/16/2012 06:18:31 JULIEN GROLTT, JPMORGAN CHASE BANK, says: 
re: yesterday's trades 

03/16/2012 06:25:47 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
yes 

03/16/2012 06:25:50 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

Just saw 

03/16/2012 06:27:44 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
thx 

03/16/2012 06:27:55 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i cored 

03/16/2012 06:37:38 JULIEN GROUT, JPMORGAN CHASE BANK, says: 
bruno - Javier here- can you call him at some point today 

03/16/2012 07:11:34 JULIEN GROUT, JPMORGAN CHASE BANK, has left the room 
03/16/2012 07:40:21 JULIEN GROUT, JPMORGAN CHASE BANK, has Joined the room 
03/16/2012 07:40:21 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (741671) Disclaimer; THIS IS FOR INFORMATION ONLY, NOT AN OFFER OR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY FINANCIAL INSTRUMENT, NOR AN OFFICIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY, PRICES AND AVAILABILITY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSITION OR ACT AS A MARKET MAKER 
IN ANY nNANCIAL INSTRUMENT DISCUSSED HEREIN. CLIENTS SHOULD CONSULT THEIR OWN 
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ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTHY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMIIS OTHERWISE. 

03/16/2012 07:49:38 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
stoxx 50 expired - Delta and PnL impacts are zero 

03/16/2012 08:02:21 ERIC DE SANGUES, JPMORGAN CHASE BANK, has left the room 

03/16/2012 08:07:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

cool 

03/16/2012 08:19:21 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
good day in equities today Bruno 

03/16/2012 08:19:55 ERIC DE SANGUES, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 08:19:55 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

*** JPMORGAN CHASE BANK, (741671) Disclaimer: THIS IS FOR INFORMAHON ONLY, NOT AN OFFER OR 
SOLICITATION FOR THE PURCHASE OR SALE OF ANY nNANCIAL INSTRUMENT, NOR AN OFFICIAL 
CONFIRMATION OF TERMS. THE INFORMATION IS BEUEVED TO BE RELIABLE, BUT WE DO NOT 
WARRANT ITS COMPLETENESS OR ACCURACY. PRICES AND AVAILABIUTY ARE INDICATIVE ONLY AND 
ARE SUBJECT TO CHANGE WITHOUT NOTICE. WE MAY HOLD A POSITION OR ACT AS A MARKET MAKER 
IN ANY FINANCIAL INSTRUMENT DISCUSSED HEREIN. CLIENTS SHOULD CONSULT THEIR OWN 
ADVISORS REGARDING ANY TAX, ACCOUNTING OR LEGAL ASPECTS OF THIS INFORMATION AND 
EXECUTE TRANSACTIONS THROUGH A J.P. MORGAN ENTITY IN THEIR HOME JURISDICTION UNLESS 
GOVERNING LAW PERMITS OTHERWISE. 

03/16/2012 10:07:20 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
tactical 82 ytd is back at -399k 

03/16/2012 10:07:26 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

Monday is the auction 

03/16/2012 10:12:38 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i do not see why really 

03/16/2012 10:12:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
sovex Is tighter 

03/16/2012 10:12:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
greece has not moved 

03/16/2012 10:13:08 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
it is better instead 

03/16/2012 11:04:54 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
expiring the spx 

03/16/2012 11:33:10 LUIS BURAYA, JPMORGAN CHASE BANK, says; 

Bruno, one instrument is incorrectly created. 

03/16/2012 11:33:14 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
hence the wrong delta 

03/16/2012 11:33:51 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
once it is expired I confirm that delta will be +163M 

03/16/2012 11:34:16 LUIS BURAYA, JPMORGAN CHASE BANK, says; 
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+23M now + the 138M coming from the option 

03/16/2012 11:42:00 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
are you booking other stuff? 

03/16/2012 11:42:07 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
no 

03/16/2012 11:42:16 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i do not see the option deita coming 

03/16/2012 11:42:22 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i see a ioss in new trades 

03/16/2012 11:42:44 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
you just booked SOOspx. 

03/16/2012 11:42:59 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

I need to expire one more option. I put you in copy 

03/16/2012 11:43:05 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
the set up was wrong 

03/16/2012 11:44:13 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
delta should be higher by 140M and yes pnl on that book is still wrong 

03/16/2012 11:44:21 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ah ok 

03/16/2012 11:44:23 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

James and Amardeep are contacting NT 

03/16/2012 11:44:24 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

NY 

03/16/2012 11:44:29 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
that was my question 

03/16/2012 11:44:31 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
let's see if they sort it out soon 

03/16/2012 11:45:25 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

sorry, but I can’t do anything. If I book a trade and expiry the option I was todi I will create a break 
anyway 

03/16/2012 11:45:52 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
and this is where the delta comes from right? 

03/16/2012 12:19:20 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
look now 

03/16/2012 12:19:26 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
delta is +195M 

03/16/2012 12:19:29 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
all is expired 

Confidential Treatment Requested JPM-CIO 0005609 

by JPMORGAN CHASE & CO. 


CONFIDENTIAL TREATMENT REQUESTED BY J.P. MORGAN CHASE & CO. 


JPM-CiO-PSi-H 0003814 



2034 


03/16/2012 12:19:32 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok 

03/16/2012 12:19:43 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i have the loss 

03/16/2012 12:19:45 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
right? 

03/16/2012 12:19:55 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

the new trade pnl Is f*ck up because the prices are stupid, have a look into new trade tab 

03/16/2012 12:20:01 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
th call 1300 

03/16/2012 12:20:29 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

the FV should be 105.11, that it is where it is closed. I don't understand why they are sbll pricing it at 
998.29 

03/16/2012 12:21:06 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
same with the call 1350 and with the call 1160 

03/16/2012 12:21:13 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
and 1320 

03/16/2012 12:21:21 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
the FV should equal the price 

03/16/2012 12:21:26 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
how and when does this clear? 

03/16/2012 12:21:29 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
the ESDP is 1405.11 

03/16/2012 12:21:39 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
the reported pnl is correct 

03/16/2012 12:21:43 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
or should be 

03/16/2012 12:23:26 LUIS BURAYA, JPMORGAN CHASE BANK, says: 
do you follow me? 

03/16/2012 12:35:25 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

SX5E vol going very bid into the close, very squeezy, outperforming the rest of europe by 30bps across the 
curve. 

03/16/2012 12:36:46 LUIS BURAYA, JPMORGAN CHASE BANK, has left the room 
03/16/2012 12:39:18 LUIS BURAYA, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 12:50:55 LUIS BURAYA, JPMORGAN CHASE BANK, has left the room 
03/16/2012 12:54:30 LUIS BURAYA, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 12:57:46 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

Bruno : Tactical pnl 1st draft -7.3M USD 

03/16/2012 12:58:07 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
block 4 -8.4M dlvs +1.8M 
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03/16/2012 12:59:37 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 

block 4 detail : 71 eur +3.5M / 71 USD - 5M / 75 USD -7M / 74 + 76 +0.6M (atlas is +1.3M) 

03/16/2012 12:59:49 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

Recovering from yesterday 

03/16/2012 13:01:05 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
what do you want us to do Bruno ? 

03/16/2012 13:06:48 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok 

03/16/2012 13:06:59 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
is the atals pnl correct? 

03/16/2012 13:07:22 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

Reported pnl should be correct 

03/16/2012 13:07:26 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

However 

03/16/2012 13:07:27 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
with the option expiry I cannot guarantee that 

03/16/2012 13:07:34 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
so new trade is correct 

03/16/2012 13:07:36 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

? 

03/16/2012 13:07:43 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
my reported pnl is wrong in the strats where I have expiring options 

03/16/2012 13:08:24 LUIS BURAYA, JPMORGAN CHASE BANK, says; 

The options are misprice in atlas, I don;t know the situatton in Scala. 

03/16/2012 13:08:50 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
can you send me the positions eric? 

03/16/2012 13:09:08 LUIS BURAYA, JPMORGAN CHASE BANK, says; 

If there's pni coming we will check if it is from those instruments 

03/16/2012 13:09:46 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

The cash is supposed to correctly reflect the pnl 

03/16/2012 13:09:54 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
positions and predict in your mailbox bruno 

03/16/2012 13:10:07 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

The problem is as usual, the fair value concept 

03/16/2012 13:11:45 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

Eric, what is the pnl in equities only? In the option rewport 

03/16/2012 13:12:26 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

In MT 
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03/16/2012 13:12:27 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
thx eric 

03/16/2012 13:12:30 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
let me see 

03/16/2012 13:12:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
where is core pnl here? 

03/16/2012 13:14:17 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
julien? 

03/16/2012 13:16:23 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
yes 

03/16/2012 13:16:32 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

306 

03/16/2012 13:16:45 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
hy taking a beating today actually, esp in tranches 

03/16/2012 13:16:49 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok 

03/16/2012 13:17:20 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 

so the pnl in tactical is doen wiht thos eprices that brings up 306 in core right? 

03/16/2012 13:17:34 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
correct 

03/16/2012 13:17:41 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok 

03/16/2012 13:17:55 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

1 think u should set ig9 levels as follows 

03/16/2012 13:18:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

5 yr at 72 

03/16/2012 13:18:08 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

7yr at 88 

03/16/2012 13:18:24 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

10 yr at 110 

03/16/2012 13:18:53 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
well rite now i am 70.25 86.25 109.75 

03/16/2012 13:19:00 JUUEN GROUT, JPMORGAN CHASE BANK, says; 
ref 88.75 

03/16/2012 13:19:17 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
i will use your levels 

03/16/2012 13:19:27 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i see ur levels 
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03/16/2012 13:19:34 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
ah ok 

03/16/2012 13:19:37 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
one sec 

03/16/2012 13:19:53 BRUNO IKSIL, JPMORGAN CHASE BANK, says; 
or u do the corrections ur self 

03/16/2012 13:20:00 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

I do not mmind 

03/16/2012 13:20:04 LUIS BURAYA, JPMORGAN CHASE BANK, says: 

Be back in ISmins 

03/16/2012 13:34:10 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
sent an Email to javier anouncing this is more 300 now 

03/16/2012 13:34:19 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
that was 100 Monday 

03/16/2012 13:34:22 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
it is 300 now 

03/16/2012 13:34:30 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 

1000 for month end? 

03/16/2012 13:35:08 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
ouch 

03/16/2012 13:35:23 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
well that is the pace 

03/16/2012 13:45:03 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
any update JUlien? 

03/16/2012 13:47:57 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
still working on this, sorry it's taking time 

03/16/2012 13:48:05 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
i am sorry too 

03/16/2012 13:48:11 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
this is the end 

03/16/2012 13:48:18 JUUEN GROUT, JPMORGAN CHASE BANK, says: 

7 

03/16/2012 13:48:18 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
hey hey 

03/16/2012 13:48:24 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
no talk like that 

03/16/2012 13:48:29 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
cheer up 
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03/16/2012 13:48:39 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
yes IP 

will not lose a cent on this 

03/16/2012 13;48;59 ERIC DE SANGUES, JPMORGAN CHASE BANK, says; 
we'll see 

03/16/2012 13:49:10 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
one day after the other 

03/16/2012 13:49:20 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
like in 09 

03/16/2012 13:49:42 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
no 

03/16/2012 13:52:00 BRUNO IKSIL, JPMORGAN CHASE BANK, says: 
ok call me when u have something ready 

03/16/2012 13:53:34 JUQEN GROUT, JPMORGAN CHASE BANK, says; 
will do 

03/16/2012 13:53:40 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
sorry it's taking so long again. 

03/16/2012 14:04:03 JUQEN GROUT, JPMORGAN CHASE BANK, says: 
bruno 9m de new trade? 

03/16/2012 14:04:38 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
currently -4m 

03/16/2012 14:04:42 JUUEN GROUT, JPMORGAN CHASE BANK, says: 
core 

03/16/2012 14:06:21 ERIC DE SANGUES, JPMORGAN CHASE BANK, says: 
tactical now +2.1M 

03/16/2012 14:13:21 ERIC DE SANGUES, JPMORGAN CHASE BANK, has left the room 
03/16/2012 14:55:50 LUIS BURAYA, JPMORGAN CHASE BANK, has left the room 
03/16/2012 14:58:47 LUIS BURAYA, JPMORGAN CHASE BANK, has joined the room 
03/16/2012 15:00:36 JUUEN GROUT, JPMORGAN CHASE BANK, has left the room 
03/16/2012 15:17:02 JUUEN GROUT, JPMORGAN CHASE BANK, has joined the room 
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CIO RISK COMMITTEE (Attachment Below) 

Telepresence Cali - Room IOC NY / Room MOOS LDN 
Wed. 28 Mar 2012 15:30;00GMT 
Wed. 28 Mar 2012 16:30:00 GMT 

Tentative 

Rios, Martha I on behalf of Goldman, Irvin J 

Adam, Phillipa C; Corio, Norma; Drew, Ina; Lewis, Phil; Maoris, Achilles O; O'Donnell, 
Julie; Prata, Joann; Radin, Neila; Sabo, Richard W; Serpico, Gina; Tocchio, Samantha X; 
Tse, Irene Y; Weiland, Peter; Wilmot, John; Wilson, Wanda A 

When; Wednesday, March 28, 2012 11:30 AM- 12:30 PM (GMT-05,-00) Eastern Time (US & Canada). 

Where: Telepresence Cal! - Room IOC NY / Room MOOS IDN 

Note: The GMT offset above does not reflect daylight saving time adjustments. 


Subject: 

Location: 

Start: 

End: 

Show Time 
As: 

Organizer: 

Attendees: 


Hard copies will be available in NY / conference room C. 

Thanks, 

M 
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Regulatory Reform 


■ Votckef Rule; 

■ Final technology build out pending final rule release. 

• Updating NBIA policy and template as part of Voicker raview. 

• Continued emphasis on conducting investment activities that are clearly related to underlying firm wide 
structural risks 

• SubmlQed comment letter related to ALM section of the Voicker rule on Februaiy13'^ 


■ DertvBtIve Activity 

• CIO actively working with IB to ensure compfiance with evolving requirements. 

• CFTC revised timetable for rules to be issued mid 2012. 

• Addressing SEC issue of FAS 133 swap clearance. tO 

• Firnvwide view on mandatory clearing will go into effect between Q3 and Q4 2012. This will Initially O 

encompass a limited product set. likely USS. Euro and possible Sterling interest rate swaps. Interest rate 

swaps denominated in other currencies, as well as additional products will follow In a timeframe which has h—i 

yet to be determined. 
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Rationale 

Understanding nnodel risk is critical to the Rrm's assessment and management of 
risk and to ensuring the integrity of its financial statements. The application of 
models to value and risk manage financial products, assess portfolio risk and 
optimize capital allocation, Inform decisions about extensions of credit, and support 
or automate trading and investment decisions continues to expand; all of these uses 
can have material economic impact on the Firm. Model risk is a Joint responsibility of 
the business operating the model, the model development team, the model 
validation team, financial/product control and risk coverage, and all of these groups 
have an important role to play in its control. 

Although the usage of a model dictates, to some extent, the procedures associated 
with model risk controls, there are a number of basic principles of model validation 
that apply generally. Every model must be adequately documented Including 
description of its use, mathematical/logical specification, and underlying assumptions 
and algorithms used in its implementation. Adequate model testing must also be 
performed and documented and the model behavior benchmarked against the 
original design and specification. Where appropriate, models should also be tested in 
the context of extreme market conditions. Calibration of model parameters, whether 
empirical/historical, market implied and/or subjective, must also be thoroughly 
documented, including a quantification of estimation uncertainty. If a model is 
designed to output specific decisions and/or automatically take actions, the 
sensitivity of model outputs to this uncertainty should also be documented. Models 
need to be independently reviewed by domain experts and their assumptions, 
limitations and range of applicability clearly identified. Model reviews should take 
place periodically, especially as warranted by changes In the market or expansion of 
a business activity. Finally, all major models should undergo periodic performance 
monitoring; done properly this allows for transparent evaluation of a model's 
predictive power and also adds an important layer of control around its operational 
Integrity. 


Scope 

This policy establishes Firm-wide standards for model documentation. Inventory, 
testing, and initial and ongoing validation. 

For the purposes of this policy, models are algorithms that provide a mathematical or 
statistical representation of a business decision making process. The policy covers 
production models, i.e. models used systematically to facilitate decision making 
which directly affects financials or risk assessment of the Firm, divided Into the 
following types according to their usage: 

• Valuation models, e.g. used for valuation or hedging securities or derivatives. 

• Risk measurement models, e.g. used for portfolio risk, economic capital or 
reserve requirements. 

• Consumer risk models, e.g. used for credit scoring and decisions. 

• Decision support tools, e.g. used for investment management decisions. 

• Trading models, e.g. used for algorithmic trading or statistical arbitrage. 

The policy applies to new models and material changes to existing models, either 
developed in-house or purchased from third-party vendors. 


Model Development, Documentation, Validation and Use 
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Section 1; Firm-wide Policy Statements 

It is the responsibility of the line of business (LOB), to ensure model development is 
performed in accordance with corporate policy, and that all models used by the LOB 
are: 


• well tested before their use in production; 

• accompanied by appropriate documentation; 

• accounted for in an up-to-date model inventory; and 

• subject to initial and ongoing validation. 


1. Model Categories 

Requirements for model documentation, testing and validation must be 
commensurate with the level of model risk that a model can pose as applied to a 
particular product or task. This involves consideration of three dimensions: model 
complexity, exposure, and reliance. 

(a) Complexity 

Model complexity reflects the significance of a model's dependence on: 

• Iterative algorithms and/or numerical solutions to stochastic equations 

• Mathematical formulations with a large number of input variables and/or 
logical layers 

• Choice of model variables/assumptions and their accompanying 
dynamics and inter-relationships 

• Stability of parameters calibrated from historical data or the market 

• Elaborate numerical schemes requiring error analysis 

• Non-standard approximations used for computational efficiency 

• Approximate treatments of material product features 


Examples of models that would typically fall into the high complexity category 
are capital models based on stochastic simulations, valuation models for 
complex derivatives or structures, key credit scores containing multiple 
segments and large number of variables, as well as statistical arbitrage 
models. Curve generation, cash-flow discounting models, or deterministic 
decision trees would usually be considered low complexity models. 

(b) Exposure 

Exposure is an assessment of the economic materiality of a model’s 
uncertainty. Generally this reflects the economic consequences of the 
business activity for which the model is applied, as well as the sensitivity of 
such activity to model uncertainty. For example, the materiality of a trading 
model's exposure would typically relate to the portfolio's sensitivity to market 
inputs. For models used for client valuations and not directly affecting the 
firm's balance sheet, high exposure could be triggered by high reputational 
risk. 


Model Development, Documentation, Validation and Use 


3 


CmfMential Treatmmt Requested 


JPMC-Senata/Levin 00002B 



2070 


(c) Reliance 

Reliance measures the extent to which model outputs influence the Firm’s 
financials or business decision processes. E.g. if model outputs directly feed 
into P&.L reporting or risk measurement calculations, the reliance would be 
high. For a model influencing investment decision in combination with several 
other models and an expert opinion, the reliance would be low. 

Based on the three dimensions above, each model should be classified into Tier 1, 
Tier 2 or Tier 3 corresponding to high, medium, and low model risk. The 
substantiation of this classification should be documented by the model owner and 
signed off by an Independent party. 

Each tier has the following associated requirements for documentation, 
testing/validation, ongoing validation, and review/approval. 


iim 
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Each LOB must keep a complete and up-to-date inventory of its models. The records 
should Include proper model references including model/product documentation, 
documentation of tier classification, version or production date information and the 
results or status of model review. The LOB should have the capability to generate 
reports on the status of model documentation and review. 

3. Validation 

All models should be fully validated and independently reviewed according to model 
category requirements prior to their usage in production. The LOB should establish 
escalation mechanisms to track and handle exceptions, including regular reports to 
control functions and senior management. 

Models used by each LOB must be re-assessed annually, according to model category 
requirements. 

4. Materiality Monitoring 

Each LOB must establish periodic reporting of exposure materiality for all of its 
models in order to facilitate assessment of model risk and model classification. 

5. LOB Specific Control Procedures 

Each LOB must further develop its own policies detailing roles and responsibilities, 
specific requirements and control procedures around model documentation and 
review in accordance with the standards outlined in this Policy. Each LOB specific 
policy must be approved by the LOB Chief Risk Officer and LOB Risk Committee and 
reviewed by the Corporate Model Oversight function. 


Section 2; Model Documentation and Review Guidelines 

This section outlines guidelines for model documentabon and review. When 
developing their own policies, LOBs may choose to adopt the suggested 
documentation templates provided in the Attachments, or substitute them with 
equivalent documentation and review requirements that comply with the Policy 
Statements in Section 1. 

1. Model Documentation 

Model documentation must be completed prior to model review. Documentation 
should be sufficient to permit independent review and to facilitate potential 
replication and/or upgrade of the model by others, independent of the original 
developer. For Tier 1 and Tier 2 models, documentation should contain the following 
components, as applicable and required by LOB model policy and procedures: 

(a) Technical documentation 

• Rationale for the choice of the model concept and approach. 

• Justification of the introduction of a new model, if an alternative model 
already exists, including numerical/statistical comparisons between the 
new model and models to be replaced. 

• Model's Intended use, limitations and scope. 
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• Description of underlying methodologies, including theoretical results that 
are derived from the assumptions. 

• Justification of the use of input data in terms of accuracy, robustness, and 
appropriateness. 

• Details of the model's construction and numerical techniques. 


(b) Testing note 

• Description of the nature of the testing effort and testing plan. 

• Numerical details of implementation tests and analysis of the results 
against designed speciflcatlons of the model. 

• For models with explicit reliance on a specified range of market inputs, 
tests checking reasonableness and smoothness of model sensitivities to 
market inputs and/or other applicable risk measures. 

• Where appropriate, numerical comparisons between the model being 
tested and benchmark models or historical backtesting of the mode! 
predictions. 

• Where applicable, analysis of model behavior under stressed market 
conditions. 

(c) User guide (for models or tools run directly by business users) 

• General description of the product or tool and key assumptions. 

• The intended use (e.g. valuation, risk measurement, or investment 
decision). 

• List of all inputs and outputs. 

• Model limitations. 

• Boundaries of input parameters within which the model works properly. 


(d) Calibration document (for models calibrated to market inputs or historical 
data): 

• High level description of the engine or tool, and covered products. 

• List of calibrated parameters. 

• Calibration benchmarks and algorithm. 

• Criteria for successful calibration and treatment of calibration failures. 

• Frequency and triggers for recalibration. 

• Data smoothing and manual overrides. 

• Ownership of calibrabon and sign-off procedures. 


See Attachment A for suggested model documentation templates. 

Documentation for new models that are variations of other production models (e.g. 
flexible payoffs) can consist of a description relative to the existing model and a 
reference to the existing model documentation. 

2. Implementation Testing 

Implementation Testing is the process of ensuring that the model behaves as 
intended by its developers. This testing focuses on faithful implementation of 
deterministic algorithms and numerical accuracy/convergence where applicable 
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rather than the reasonableness and appropriateness of the model to a given set of 
financial circumstances. 

Implementation Testing is conducted by model developers supporting the LOB. The 
model developers performing the testing should consider the following, as applicable 
and required by LOB model policy and procedures; 

• Comparison of model results with the analytical solutions and/or with an 
independent implementation of the same model 

o Under the full range of each model parameter Including stressed 
scenarios; and 

o Under all scenarios of correlation amongst model parameters. 

• Analysis of numerical accuracy for iterative algorithms, including 
comparisons with alternative numerical schemes. 

• Checking desired properties of mode! output (e.g. smoothness of the 
model implied hedges, correct pricing of similar products). 

• Checking model's ability to price another (generally simpler) product 
consistently with the approved approach. 


3. Model Review 

A Model Review is an independent review by a qualified person who is not the model 
developer. It assesses the appropriateness of the model methodology as applied to a 
specific product or task, signs off on the quality of testing and documentation, and 
identifies potential model risks. All Tier 1 and Tier 2 models are subject to 
Independent review. 

Model reviewers must consider the following aspects of a model, as applicable and 
required by LOB model policy and procedures: 

• The rationale for model assumptions and methodology. 

• The selertion and reliability of model inputs. 

• The adequacy of model documentation and calibration procedures. 

• The completeness of implementation testing. 

• Justification of using the model if alternative models are available, and 
results of model benchmarking. 

• Model adjustments or reserves to account for model uncertainty or 
deficiencies. 

• Additional independent testing. 


Review findings should be published in the Model Review/Sign-off Report that 
contains; 


• Model review conclusion {approved/signed off, or disapproved). 

• Scope of review (model application to a particular product or task). 

• List of identified model risks. 

• Actions required to remediate critical model shortcomings that are 
identified. 
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• Recommended improvements to remediate model shortcomings identified 
that are not critical. 

• Replies from other groups received during the course of the review. 


The report must be sent to the following individuals, as appropriate: 

• Head, or Chief Risk Officer, of the business unit that owns the model. 

• Head of the business area's modeling or quantitative support team. 

• Others specified by LOB model policy and procedures. 


In cases where a review Is conducted at an intermediate stage of model 
implementation, it may result In a Progress Report with no final conclusion on model 
approval. Progress reports will otherwise follow the same format as Model Review, 
documenting potential model risks and recommendations on model enhancements. 

See Attachment B-I for suggested report templates. 


4. Model Disapproval 

The following issues can trigger model disapproval for Tier 1 or Tier 2 models; 

• Methodological problems. 

• Insufficient implementation testing. 

• Incomplete model documentation. 

• Failure by relevant parties to satisfy recommendations agreed upon in the 
course of the model review in a timely fashion. 

Upon disapproval of a model, the business unit must, as required by the LOB model 
policy and procedures, provide a timetable for remediation steps and take other 
immediate actions that might be deemed necessary to mitigate the model risk (e.g. 
deferring P&L, adjusting reserve, limiting affected business activity). 

If Tier 2 or Tier 3 model classification is not signed-off, it will result in 

• Model re-classification into a higher Tier. 

• Change of documentation and review status into 'incomplete' until it 
complies with the requirements for its new category. 

5, Annual Review 

Each LOB must ensure all of its models are re-assessed annually in light of: 

• New developments in the literature or internal or commercially available 
models. 

• Changes in the market for the product (e.g. availability of liquid quotes for 
model input or major growth in volume). 

• Change In the features of the product or portfolio. 

• Back-testing of the model and experience with effectiveness of its 
application. 

• The materiality of mode! risk. 
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For each LOB or asset class the annual review of model inventories must be 
summarized in an annual review status report containing: 

• An overview of the overall models review status. 

• Model review strategy and plan. 

• Status of critical recommendations. 

• Re-assessment of the need to re-review each Tier 1 model. 

• Re-certification of Tier 2 and Tier 3 model classification. 

See Attachment B-III for suggested annual report template. 


6. Ongoing Validation 

In addition to the model testing and review process, ail Tier 1 models are subject to 
periodic validation to assess their ongoing performance. 

The validation should be based on a comparison of empirical model output from the 
production environment (where feasible) against realizations of the process being 
modeled. 

Examples of ongoing validation approaches include: 

• Examination of consumer default rate by model score range. 

• Historical back-testing. 

• Comparison against benchmark models using actual or representative 
portfolios. 

• Assessment of predictive performance (e.g. residual P&L monitoring, 
forecasting error, etc.). 

• In some applications, it may be useful to analyze the errors and stability 
of calibrated parameters in addition to or as an alternative to directly 
testing the model outputs. 

The ongoing validation is performed or, at minimum, reviewed independently. Such 
validabon should be rated based on objective metrics specified by the LOB model 
policy and procedures. The business unit must provide remediation timetable and 
plans for models with unsatisfactory validation ratings. 


Regulatory Requirements 

Model documentation and Independent reviews are required by Bank regulators, and 
are subject to periodic regulatory examinations. 


©Copyright 2010 JPMorgan Chase & Co. All rights reserved. 
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Attachment A - Model Documentation Templates 

Note: 

For all the Attachment templates listed below, the following conventions are used: 

1. Examples are shaded in gray; 

2, The numbers in square brackets, e.g. [1,2], refer to the numbered document 
references at the end of that template. 

Attachment A-I: Complex Model Technical Document 
Attachment A-Il: Complex Model User Guide 
Attachment A-III: Complex Model Testing Note 
Attachment A-IV: Complex Calibration Document 
Attachment A-V: Standard Model Document 

Attachment B - Model Review Templates 

Attachment B-I: Model Review Report 

Attachment B-II: Model Sign-off Template 
Attachment B-lII: Annual Status Report 

Attachment C - Model Stress Scenarios 

Attachment C-1: Model Stress Scenarios Document , 
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Rationale 

This policy sets out the roles and responsibilities for establishing, reporting, and 
managing market risk limits. Responsibility for Implementing this policy rests with 
the Firm's Chief Risk Officer (CRO), the Line of Business CROs, Business Units and 
their Middle Offices, Market Risk (MR), Risk Reporting and Finance (RRF), IB Market 
Risk Repotting (IB MRR) and IB Finance. 


Changes From Previous Version 

a Combines IB and non-IB Market Risk Limits policies. 

• Further defines the responsibilities of the Business Middle Offices and Finance 
groups. 

• Defines Rrm-wlde limits procedures. 


ntaclivai aVia/2011 Upd««dt 0S/ieV201l policy Na.i 04.00.02 
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Key Points 

• This policy applies whenever the Firm or a Line of Business assumes market 
risk from trading, funding, underwriting or Investment activities, arising from 
client business, (^er busings, or hxrm managing Its structural risk. 

• This policy grants various authorities to approve limits and excesses. 


Policy Statements 


1. This policy applies Rrm-wlde. 

2. Limits are established by MR and business heads. 

3. Where limits are established and approved: 

• Market risks borne by a Business Unit should not exceed Its limits, 
unless expressly authorized under a One-off Approval. 

• RRF and IB MRR must: 

o Distribute limit utilization reports for the dose of each business 
day to MR and Business Units; 

a Monitor limit utilization for data quality; In cases of suspected 
data quality issues and/or inappropriate methodology, RRF and 
IB MRR should seek guidance from MR prior to distributing limit 
utilization reports; 

o Notify Signatories to limits of all Valid Limit Excesses (denned 
below). 

• MR must: 

o Promptly verify the validity, and document the reasons for, any 
Valid Limit Excess; 

o Monitor limit utilizations for limit excesses. 

• A One-off Approval may be given by the Grantors of Limits. 

• If a Business Unit has a limit excess before a One-off Approval is 
given, the Business Unit must take steps to reduce its exposure to be 
within limit, unless an exception Is granted by the Grantors of Limits. 

4. Limits are intended to constrain both Intra-day and dose of business 
exposures. As part of their management responsibilities, business and desk 
heads are expected to be generally aware of their Intra-day risk levels, and 
are responsible for enforcing this policy. 

5. MR must conduct periodic reviews of market risk limits (at least semi- 
annually). Changes to limits must be signed-off by the Signatories to Limits. 
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6. Where thresholds are established: 

• Business Units can exceed thresholds, so long as they do not exceed 
their market risk limits. 

• RRF and IB MRR must: 

o Distribute threshold utilization reports for the dose of each 
business day to MR and Business Units, as required; 

o Monitor threshold utilization for data quality; In cases of 

suspected data quality and/or Inappropriate methodology, RRF 
and IB MRR should s^ guidance from MR prior to distributing 
threshold utilization reports. 

• MR must: 

o Promptly verify the validity of any threshold excess; 

o Monitor threshold utllizatior^ for threshold excesses. 

7. Exceptions to this policy must be approved by the Firm's CRO. 


Firm-wide Limits 

The Rrm's Board of Directors has delegated resporvslblllty for establishing and 
managing market risk limits to the Operating Committee, which, in turn, has 
delegated authority to the Rrm's CRO. The Rrm's CRO, In conjunction with the LOB 
CROs, establishes Rrm-wlde market risk limits. 

Market Risk Limits are reviewed annually by the Board's Risk Policy Committee. 
Thresholds generally are not established at the Rrm-wlde level. 

Establishing ft Approving Market Risk Limits 

Limits are classified as Level 1 (highest level) or Level 2. Limits are granted and 
delegated In the following way: 





Grantors: 

Grantees: 

Rrm-wUe Limits 

JPMC Chief Risk Officer, as 
delegated by the 3PM Board 

3PMC Chief Executive Officer and 
3PMC Chief Risk Officer 

LOB Limits 

JPMC Chief Executive Officer and 
JPMC Chief Risk Officer 

Head of LOB, LOB Chief Risk Officer 
and/or Head of LOB Market Risk* 

Business Area limits 

Head of LOB, LOB Chief Risk 
Officer and Head of LOB Market 
Risk 

Head of Business Area and MR 
Executive responsfeie for Business 
Area 
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Level 2 Limits and One-Off Approvals are self-approved by the following; 

LOBUmlls 

Head of LOB and 

LOB Chief Risk Officer and/or Head of LOB Market Risk* 

Business Area UmRs 

Head of Business Area and 

MR Executive responsible for Business Area 


* Wh«re an LOB has both a CRO and Head of Market Risk, both approvals are 
required, however where an LOB does not have both a OtO and Head of Market Risk, 
only one approver Is required. 


Monitoring & Repotting Limit Utilizations 


MR is responsible for: 

• Monitoring limit utilizations. In certain circumstances, reporting may be 
carried out by MR (e.g., piloting new reports). 

RRF and IB MRR are responsible for: 

• Reporting limit utilizations dally. 

• Distributing daily position and drawdown summary reports to senior 
management, including CROs, LOB Heads, Business Area Heads, Business 
Units Heads, MR Heads, and MR Executives. Reports should be tailored to 
meet the requirements of the intended recipients, and Include: 

o Limits and limit utilizations for LOB and Business Areas; 
o Trend information (e.g., five-day and monthly b-ends); 
o Limit excess information. Details of all excesses should be reported 
(e.g., size, duration, reason for excess, whether the validity of excess Is 
under Investigation). 

Market Risk Middle Office Is responsible fon 

• Accuracy of refererKe and market data. 

Business Middle Office is responsible for: 

• Uploading data feeds to market risk systems per Service Level Agreements. 

Finance/Product Control and/or Business Middle offices are responsible for: 

• Providing risk information to RRF and IB MRR for exposure calculation and 
monitoring against limits. Where this information is not available, risk 
information may be obtained from non-independent sources, i.e. trading-desk 
originated reporting, but only where necessary; 

• Attesting to the accuracy and quality of the data provided to MR; 
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• Reconciling data delivered for VAR, Stress, Single Name, Country, Specific 
Risk and other market risk calculatioris to an independent file / d^a store, 
such as the general ledger, front office or risk aggregation systems to ensure 
accuracy and completeness, and for signing off on the reconciliation of this 
information In the market risk systems, daily, or as required; 

• Accuracy of any P&L Information supplied to RRF and IB MRR. 


Limit Excesses 

Limit excesses fall Into four categories: 

• Valid Excess 

• Invalid Excess 

• Under Investigation Limit Excess 

• Acknowledged Limit Excess 


Valid Limit Excess 

Occurs when a correctly calculated limit utilization exceeds the corresponding 
limit. MR must verify whether a limit excess Is valid. Valid Limit Excesses may 
be: 

o Active; or 
o Passive. 

Active Limit Excess: 

Occurs when a Business Unit exceeds its own limit; the Business Unit 
must take Immediate steps to reduce its exposure so as to be within the 
limit, unless a One-off Approval Is granted. 

Passive Excess: 

Occurs when a higher level (or shared) limit Is exceeded as a result of a 
number of lower level active limit excesses In different Business Units, 
or an excess of an aggregated limit without lower level active limit 
excesses. MR should coordinate with the affected Business Units to 
resolve the excess. 

Invalid Limit Excess 

Occurs when MR has determined that the excess is not a Valid Limit Excess, but 
Is the result, e.g., of Incorrect systems feeds, or the wrong measurement 
methodology. Invalid excesses ^ould not be reported as Limit Excesses. 

Under Investigation Limit Excess 

Occur when a Limit Excess Is under review, and should be labeled as such by 
RRF and IB MRR, 


Market Risk Limits. Firm*>fvMe 
Conndentlai Treatment Requested 
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Acknowledged Limit Excess 

Occurs when MR has determined that an excess Is Valid, but that no further 
action can be taken to reduce exposure (e.g., drawdown excesses). 
Acknowledged Limit Excesses must be approved by Signatories to Limits. 


Notification of Limit Excesses 

Notification of Limit Excesses 

RRF and IB MRR must report all Valid Limit Excesses, Under Investigation 
Limit Excesses and Acknowledged Limit Excesses to; 

• the Signatories to the Limit; 

• the weekly IB Markets Meeting and other LOB Risk Committee 
meetings; 

• Risk or LOB Business Control Committee meetings. 

The notification sent to Limit Signatories should Indude: 

• Description of the Limit Excess; 

• Limit value; 

• Exposure value and excess percentage; 

• Number of consecutive days the limit has been in excess. 


One^ff Approvals 

A Business Unit which has a Umit Excess must take immediate steps to 
reduce Its exposure so as to be within the limit. However, situations may 
arise when position dosure Is not possible or desirable. In such 
drcumstances, exceptions may be given by the Grantors of Limits by way of 
One-off Approvals or changes to existing limits. 

Any request for a One-off Approval must be In writing, and describe the risks, 
and: 

o Size and tenor of business opportunity or specific transaction; 
o Umit(s) that would be exceeded and expected duration of the excess; 
o Exit strategy, where appropriate. 


• No Market Risk Limit 

Where a Business Unit has no market risk limit, and needs to enter Into a 
transaction that gives rise to market risk, a One-off Approval may be granted 
by the LOB CRO, or, in the case of the Investment Bank, the Head of IB MR, 
or his designate. 


Limits Review 

MR should conduct periodic (at least semi-annual) reviews of market risk limits as 
part of its holistic analysis of the Rrm's market risk. 

• Approving limit changes as part of the limits review 


MarVet Risk Umits, Firrri'vride • 
Confidential Treatment Requested 
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o Revised limits, to be binding, must be signed-off by the Signatories to 
Limits, normally via email, whereupon the superseded limits will cease to 
exist. Approval e-mails must be retained in accordance with the Firm's 
document retention policies. 

Thresholds 

With the agreement of a buslr>ess unit and MR, thresholds may be established to 
supplement the market risk limits described above. RRF and IB MRR are responsible 
for reporting threshold utilizations daily to MR and to the businesses as required. 

The fbliowing applies to thresholds; 

• Thresholds need only the agreement of the LOB or Business Unit and its 
axTesponding MR executive. 

• MR coverage is responsible for monitoring and validating excesses to 
thresholds. 

• It Is not required that Immediate steps be taken to bring threshdd 
excesses within threshold levels, given that they do not cause a limit 
excess; however MR may escalate threshold excesses as needed. 

• Threshold excesses do not ret^ire One-off Approvals. 

• Thresholds excesses should be reported In aggregate to MR and LOBs 
dally. 


Copyright O 2006, JPMorgan Chase 6 Co. All rights reserved. 
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From: Hubbard. Bryan 

To: <Hubbard. ^an> 

BCC: Al Zibel <al3n.zibel@dow)ones.cocTP>.Ben Protess <ben.protess@ny1imes.com>.McGrar«, Victoria 

<Viclor1a.McGrane@wsi.com>,Puzzanohera, Jim <JinfiPuzzanghera@Hatimes.com>, 
<Shahien.Nasirlpour@FT.CorTp>.Lin(lsey \M«te <L\M^^e@snl.com>,Jeff Bater <^ater@bna.com>. 
<Katherine.Davidson@soijrcemedia.conp.<bappelbaiiTi@nytlmes.conv», 
<Davicl.C.CIarke@thomsonreiiere.coin>,<pcoy3@b!oomberg.net>,<ron@csmonitor.com>, 
<lrwilBch@gmaH.com> 

Sent: 5/14/2012 9:29:40 PM 

Subject: OCC on JPMC Trading 


Greetings 

Many folks have asked for claification/corf irmation on \n<hether the OCC believes whether the Voteker rule woiW have 
prohibit JPMC activity that has been in the news ance last Thtrsday. The following information is attributaUe to an 
OCC spokesman. 

it is prematire to conchjde whether the Voicker Riie in the Dodd-Frank Act woiid have prohibited these trades and the 
hedging activity conducted by JPMC. The 'Votckef Rtie* law is not in effect yet. and regdations implementing the law 
have been proposed, but not yet adopted as final nies by regiiatofs. Even if both were assuned to be in effect, the 
transactions at issue are complex arxj whether they would quafify for exceptions irider the statute or proposed rde 
requres careful analysis. The OCC and other regulators are gathering additional details regarding the transactior^s to 
determine the fiJI regJatory implications of these activities and tiie proposed njes curentty being considered. 
Previous positions attributed to OCC staff were based on incomplete details. 

Others have asked whether the OCC has a stated position onw4iether such positions should be prohibited by the 
pending Voicker rUe. That rule is still in development and it woiid be inappropriate for me to commert on that. 

What is the OCC doing now? 

The OCC is examining the bank’s activities and is in continuous dialogue with bank personnel and other regiiatory 
colleagues as we evaluate details related to the specific transactions as well as the suTOLnding risk management 
processes that resuHed in this unexpected loss. 

Our examiners are also evabiating hsk management strategies and practices in place at other large banks to validate 
our understanding of inherent risk levels and controls of these risks. 

On Risk Management 

AsseHabllity management is a core and essential fmction for all banks. Identifying, measuring, monitoring, and 
controlling Cqiidity, interest rates risk, foreign curent translation risk, and credit risk is fundamental. The OCC expects 
banks to proactively mar>age these risks. 

The loss by JPMC affects its earnings, but does not present an issue of safety or soundness for the bank. 


Bryan Hubbard 

Director, Public Affairs Operations 
Office of the Comptroller of the Currency 
bryan.hubbard@occ.treas.gov 
250 E St SW (RM 9060) 

Washington DC 20219 
(202) 874-5307 
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From: \^fate^house, Scott 

To: <Brosnan, Mike>:<Be}shaw, Sally> 

Sent: 5/11/2012 2:58:22 PM 

Subject: RE; J.P.Morgan Chase 


Just FY\ - we did an examination of the CIO at the end of 2010 and have a foHow-up planned sooa We had some 
concerns about overall governance ard transparency of the activities. We received a lot of pushback from the bar^, 
ina Drew in particular, regardng our comments. In fact. Ina caSed ComBsh when he was in London and “sternly" 
discussed our conclusions with him for 45 mirx^es. Basically she said that inveslmert decisions are made with the fiJI 
understanding of executive management including Jarrse Dimoa She said that everyone knows what is going on and 
there is little need for more Bmits, controls, or reports. At the conclusion of the exam, we issued the folowing MRA. 



It just goes to show that it is difficiit to akvays be smarter than the market. Himility is good. 


From: Brosnan, Mike 
Sent: Friday, May 11, 2012 10:35 AM 
To: Betshaw, Sally; Waterhouse, Scott 
Subject Fw: J.P.Morgan Chase 


From: Brosnan, Mike 
Sent: Friday, May 11, 2012 10:20 AM 
To: Curry, Thomas; Williams, Julie 
Subject: Re: J.P.Morgan Chase 


Yes 

At end of day they are good at financial risk mngt. But they are human and win make mistakes (big loan losses, trading 
losses, litigation etc). But on grand scheme they are good. This wiH himble them - a healthy and good thing 
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From: Curry, Thomas 
Sent: Friday, May 11, 2012 10:12 AM 
To: Brosnan, Mike; Wiiliams, Julie 
Subject: RE: J.P.Morgan Chase 

Mike. 

Thanks. Isn't it a little more than embarrassment issue? While it may not be material, it does implicate their risk 
managemer^ abilities doesn’t it? 

Tom 


From: Brosnan, Mike 
Sent: Friday, May 11, 2012 10:00 AM 
To: Curry, Thomas; Wiiliams, 3u!ie 
Subject FW: J.P.Morgan Chase 

Fyt - interrtational colleagues wll be asking and here's what I sent to bafin. 


From: Brosnan, Mike 

Sent: Friday, May 11, 2012 9:58 AM 

To: 'Daniel.MestekiSibann.de' 

Cc; Ludaer.HanenberQ@b3rtn.de: Peter.KnjSchel@bafln.de : 'Sarah.Dahlgren@ny.fTl).org'; Ttm.P.CIark@frfa.oov 
Subject: FW: J.P.Morgan Chase 


At this point there is a lot of pubRc irformation as bank issued 10-q filing and had call with analysts last right. 

The transactions in question were part of their asseMiabiity management process (alco) wtich jpmc refers to as the 
chief investment office (do). Here are my take-aways 

Back in 2007-08 they put on a short credit risk position to protect agdnst a dedining economy. Ttvs was a 
macro hedge. 

Over the past few years ttis hedge worked as the economy dedined, credit spreads wdened (causing gains 
on the hedge) but these gains wore of course offset as they took credit losses (for example Kodak, American 
airlines etc.), note, the derivatives positions are mtm while the loan portfolio Is primarily cost accounting. 

This presents complexities for analysts etc. 

After evalteting macro envirof^hent in4q11. actions were taken in early 2012 to reduce the short position -- 
by entering long position in other credit risk indices. 

The new transactions had different betas and basis risk. 

As recent marks show the bark mis-estimated the basis risk (while their short position did gain with recent 
upward shift in credit spreads, the long position had losses beyond original estimates). 

the overall impact of recent marks on 1q12 p/< resutted in a change from cio’s previous estimate of a $200mm 
gain to last night's annoircement of a $BO0mm loss {$1b swing), 

The micro positions in question are now in control of risk management 

The overall result will be a reduction in 2q12 earnings, and I think the bark has irtformed market there is a good chance 
the adjustments underway coiid resuft in some earnings impact for one or two futire quarters as well. Also, they 
chang^ risk models which will result in tagher rwa and tNs wil cause tier one common ratio to drop from 8.4 to 6.2. 
obviously there isn’t a safety issue with these numbers, but ttiere is an emban-assment issue for bank leadership which 
has overtly expressed pride in their ability to measure and control risk. 


From: Daniel.Mestek@barm.de f mailto:Daniel.Mestek@bafin.del 
Sent: Friday, May 11, 2012 8:39 AM 
To; Brosnan, Mike; Tim.P.aark@1tb.QQv 


Subject: J.P.Morgan Oiase 
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Dear colleagues 

As you may know, BaFin is in charge of supervising j.P.Morgan AG, an indirect subsidiary of 3. P. Morgan Chase 
& Co, New York. Furthermore, J.P.Morgan Chase's Frankfurt brandi Is under our supervision. 

Regarding the latest news on major losses of 3. P. Morgan's US business, we would be grateful if we could get 
insight into both the background of the transaction(s) leading to the reported losses as welt as any supervisory 
action (to be) undertaken by you. 

Therefore, it would be greatly appreciated If you could as soon as possible either provide us with respective 
information in written form or, as an alternative, if we could set up a telephone conference. 

Yours sincerely 

Daniel Mestek, LL.M. 

Bundesanstalt fur Finanzdienstieistungsaufeicht 

Referat BA 16: Aufsicht Ober ausISndische Banken aus Amerika, Schweiz, Asien (ohne arabische Staaten), 
Austraiien 

Federal Financial Supervisory Authority 

Section BA 16: Supervision of foreign banks from the USA, Switzerland, Asia (excluding the Arab states) and 
Australia 

Graurheindorfer Str. 108 
53117 Bonn 

Fon: +49(0)228 4108-3787 
Fax; +49(0)228 4108-63787 
e-mail: daniel.mestek®baftn.de 
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From: 

To: 

Sent: 

Subject: 


CriOTilish, Fred 
<Belshaw, Salty> 

4/10/2012 12:41:37 PM 

RE; JPM CIO trades-- JPMorgan’s iksfl May Spur Regulators to Dissect Trading • Bloomberg News - 
4/9/12 


We asked to confirm booking. Likely bank chain 
- ape 


*** If you have received this message in error, please delete the or1gir>ai and all copies, and notify the sender snmediateiy. 
Federal law prohibits the disclosure or other ice of this information. *** 


From: Belshaw, Salty 

Sent: Tuesday, April 10, 2012 8:39 AM 

To; Crumlish, Fred 

Subject RE: JPM CIO trades- JPMorgan's Iksll May Spur Regulators to Dissect Trading - Bloomberg News - 4/9/12 
Just to confirm, this is in the bank/branch, right? 


From: Crumlish, Fred 

Sent: Tuesday, April 10, 2012 8:38 AM 

To: Belshaw, Salty 

Subject RE: JPM CIO trades- JPMorgan's Iksil May Spur Regulators to Dissect Trading * Bloomberg News - 4/9/12 
thanks 


- ape 


If you have received tNs message in error, please delete the original and all copies, and not'tfy the sender immediately. 
Federal law prohibits the disclosure or other ifie of this information. *** 


Prom: Belshaw, Sally 

Sent Tuesday, April 10, 2012 8:34 AM 

To: Crumlish, Fred; Waterhouse, Scott 

Subject FW: JPM QO trades- JPMorgan's Iksil May Spur Regulators to Dissect Trading - Bloomberg News -4/9/12 
FYI. Sally 


From: Belshaw, Sally 
Sent Tuesday, April 10, 2012 8:33 AM 
To: Pfinsgraff, Martin; Btosnan, Mike 
Cc; Lyons, John; Belshaw, Sally 

Subject RE; JPM CIO trades- JPMorgan's Iksi! May Spur Regulators to Dissect Trading - Bloomberg News -4/9/12 

Sounds like Fed and our folks in Ny are getting info on this. I would think Fred will decide if there is more we need 
to do based on his comfort level. I'll make him aware of your concern, but hesitate to launch something based on 
supervision-by-newspaper. Let's see what we get in this next round of info the bank is providing. Sally 
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From: Pfinsgraff, Martin 
Sent: Tuesdav, April 10, 2012 8:22 AM 
To: Belshaw, Sally; Brosnan, Mike 
Cc; Lyons, John 

Subject RE: JPM QO trades- JPMorgaris Iksil May Spur Regulators to Dissect Trading - Bloomberg News - 4/9/12 

Sally, 

Would it make sense for McQuade and/or Vourvoulias to also go in under Crumlish's guidance to validate that the 
desk activities in London are consistent with the story being provided by JPMC NY? This is clearly getting scrutiny 
and comment from the likes of Merkely and Levin. It would be good if we can demonstrate that we took all 
measures to review this activity and at both the macro and micro level when we respond to the questions that will 
inevitably arise. 

Marty 


From: Belshaw, Sally 
Sent: Tuesday, April 10, 2012 8:12 AM 
To: Brosnan, Mike 
Cc: Pfinsgraff, Martin 

Subject FW: JPM CIO trades-- JPMorgan’s Iksil May Spur Regulators to Dissect Trading - Bloomberg News -4/9/12 

Just to keep you in the loop, Mike. Julie sent an e-mail earlier saying we should perhaps have an answer ready in 
case Mr. Curry inquires about this and also, 1 think, to understand Volker rule implications. Tm copying Marty on 
info since he's also a likely one to get questions. 

Sally 


Frwn: Crumltsh, Fred 

Sent: Tuesday, April 10, 2012 8:00 AM 

To; Waterhouse, Scott 

Cc: Wilhelm,' Kurt; Belshaw, Sally; Atkirrs, Glenn; Banks, George; Berg, Jaymin; Fursa, Thomas; Hohl, James; Kamath, Jairam; 
Kirk, Mike; Monroe, Christo^er, Wong, Elwyn 

Subject JPM GO trades- JPMorgaris Iksil May Spur Regulators to Dissect Trading - Bloomberg News - 4/9/12 

CIO is in the news again today (See following). Aquickrecapof where we are. I have copied Sally and Kurt In 
anticipation of questions; 

As you know we had a cal! with Chief Investment Officer Ina Drew and others in JPM yesterday, along with the frb. 
The trades that are getting press coverage now arepartof a program to reduce a an existing hedge on credit risk 
stress losses. Mgmt felt this stress loss hedge became overhedged as credit risk lessened in 2011, and so used the 
iG9 to adjust it. Unfortunately the iG9 index has also seen reduced trading volume and market participants, so that 
JPMC's trades probably further decreased liquidity in the index. JPMC's credit stress hedge is again where they 
want it, and there is no significant further trading planned on this strategy. JPM did say that, if they had to do It all 
over again, they would have used a different index. My sense is that they misread the liquidity in the market. CIO 
really doesn't like to draw attention to itself. 

We asked the bank for a number of items yesterday that reflect details on the trades and support the stress loss 
hedge rationale associated with this specific strategy, We expect this sometime today. FY! the stated purpose 
would be consistent with the CIO's mandate to hedge overall structural balance sheet risk. Most notably this 
includes interest rate risk in the banking book, theMSR, and FX translation. 

I agree with the press that this will likely become a good case study for what should "count" under the Volker rule. 
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James Hohl or 1 wii! provide some numbers or further analysis when we have them. 
- ape 


*** if you have received tNs message in error, please delete the original arxl ail copies, and notify the sender irmnediately. 
Federal law prohibtts the disclosure or other Lee of this formation. *** 


FromtTuoito, Louise 

Sent; Tuesday, April 10, 2012 7:38 AM 

To: LB Morgan Stanley; LB CTTI; Heinsohn, Allison; Crumlish, Fred; Oevincenzi, Saray; Decker, Sharon; Kiefer, Joseph; 

Gouidie, James 

Subject: JPMorgan's Iksil May Spur Regulators to Dissect Trading - Bloomberg News ♦ 4/9/12 

JPMorgan’s Iksil May Spur Regulators to Dissect 
Trading 

Market-moving trades by JPMortsan Chase & Co. f JPMV s chief investment office probably will force regulators to 
seek more detail on banks' derivatives positions to help them distinguish risk management from speculation, 

Bruno Iksil, a London-based trader in the unit, has built derivatives positions linked to corporate credit that are so big 
he’s moved markets, according to hedge fund managers and dealers. Wliile Joe Evaneelisti. a bank spokesman, said 
yesterday that the trades are part of the finn’s hedging strategy, four maricet participants said they resemble 
proprietary bets, or wagers with the lender’s own money. 

Executives at New York-based JPMorgan, the biggest US. bank with $2.27 trillion of assets at year-end, have 
opposed the so-called \blcker rule that seeks to prevent banks with federal backing from making speculative trades, 
Details on Iksil's positions are too sparse for regulators to determine whether they should be permitted, said Frank 
Partnov . a former derivatives trader who’s now a law and finance professor at the University of San Diego , 

“Tlus could be an almost completely matched, hedged position, or it could be massively risky, and tliere’s just no way 
to tell without getting more complete disclosure,” Partnoy, author of “Infectious Greed: How Deceit and Risk 
Corrupted the Financial Markets” said in a phone interview. “I’m surprised that regulators don’t see this example and 
cry out for more disclosure and more information about these contracts.” 

Bank Regulators 

Judith Bums, a Securities and Exchange Commission spokeswoman, declined to comment on whether the agency is 
looking into the trading, Brvan Hubbard, a spokesman with the Office of the Comptroller of the Currency, which 
regulates banking at JPMorgin. and the Federal Reserve’s Barbara Haaenbauah also declined to comment. 

The three regulators are among those working on the final version of the \blcker rule. 

Regulators are stationed in JPMorgan's offices and arc aware of what the bank is doing, said a person familiar with 
the company’s thinking, who asked not to be identified because he wasn’t authorized to discuss it. 

The results of JPMorgan’s chief investment office “are disclosed in our quarterly earning reports and are fully 
transparent,” Evangelist! said in a phone interview, 

Harvey Pitt, a former U.S. Securities and Exchange Commission chairman, said yesterday in an interview on 
Bloomberg Television’s “InBusiness With Margaret Brennan” that trading such as Iksil’s should raise regulatory 
concerns because it’s influencing market prices. 
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'Dispel Concerns' 

“Fd want to talk with the folks at JPMorgan and understand exactly what took place here,” Pitt said, “And then I 
would try to get a report out to the public as quickly as possible to dispel concerns about things that may not have 
occurred and to raise issues about things that actually did occur.” 

Arthur Levitt , another former SlEC chairman who is a senior adviser to Goldman Sachs Group Inc, (GS) . said in a 
radio interview on “Bloomberg Surveillance” that he expects regulatore will require more information on banks’ 
derivatives positions 

“And I think that is unfortunate,” said Levitt, who also is on the board of Bloomberg LP, the parent of Bloomberg 
News. “That raises all kinds of competitive issues.” 

JPMorgan holds a portfolio of investment-grade debt and uses “credit-related instruments” such as derivatives to 
protect against a decline in the value of the holdings, Evangelisti said. 

'Simply a Balancing' 

“Our most recent activity noted in the media is simply a balancing of those credit-related investments to reduce the 
impact of our hedge ” he said. “We do this in the ordinary course of our asset- and liability-management activities.” 

Jack Gutt. a spokesman at the Federal Reserve Bank of New York, declined to comment on whether the New York 
Fed is examining the trades. Jamie Dimon. JPMor^’s chainnan and chief executive officer, is on the New York 
Fed’s board of directors . 

“This will be the first test of how aggressively the Fed will enforce the Dodd-Frank Act,” which includes the 'Vblcker 
rule, said Mark Williams , a lecturer at Boston lAiiversity’s School of Management. “From a Fed regulatory 
standpoint, 1 see JPMorgan as having some serious explaining to do.” 

The positions, by the bank’s calculations, amount to tens of billions of dollars and were built with the knowledge of 
iksil’s superiors, a person familiar with the firm’s view said. 

Price Movements 

Iksil may have built a position totaling as much as SlOO billion in contracts in one index, according to the market 
participants, who said they based their estimates on the trades and price movements they witnessed as well as their 
understanding of the size and structure of the markets. 

Even if regulators are satisfied that Iksil's trades are intended to hedge other risks the bank is taking, regulators 
should be aware that derivatives ofien fail as offsets because of differences In the way contracts are written and 
traded, Partnoy said. 

“It’s not a pure hedge, it has a speculative element to it. and that’s particularly true when the contracts are this big, 
when you’re talking about tens of billions of dollars,” said Partn<^, whose new book “Wait: The Art and Science of 
Delay” is being published in June by PublicAfFairs. 

“The only perfect hedge is in a Japanese garden,” he said. 

Louise A. Tuorto 
Administrative ilssistant 
Morgan Stanley Bank, N.A. 

TSO 7th Avenue, 30th Floor 
New York, NY 10019 

212 762 0710 
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From: 

To: 

Sent: 

Subject: 


Brosnan, Mike 

<Betshaw, Saily>;<^terhou5e, Sa)tt> 

4/30/2012 5:53:14 PM 

RE: pis read, edit arKi send bade, thx 


Will waft on scott - it mav be that they hedge their capital (It is filed) but someone else hedges revs/expenses as 
they move. But will wait on scott to be sure. 

Thx for clarity and patience. 


From: Belshaw, Sally 
Sent: Monday, April 30, 2012 1:50 PM 
To: Waterhouse, Scott; Brosnan, Mike 
Subjeeb RE: pis read, edit and send back, thx 

Not sure why the word "earnings" got stuck in below but it doesn't fit. Overall, this is our take. It's like a PS! 
testimony here if you ask the right question enough times, will you get a different answer? 


From: Waterhouse, S^tt 

Sent. Monday, April 30, 2012 1:04 PM 

To: Brosnan, Mike 

Cc: Belshaw, Sally; Waterhouse, Scott 
Subject: RE: pis read, edit and send back, thx 

Mike - you can call me Marty if you want, but please don't call me late for dinner. 

We made a few edits to correct facts. 

Bottom line: We believe that A/L/M activities at PMC make sense. We do have an outstanding MRA and there 
will always be examination findings as well as ongoing questions but we conclude their day-tcKiay and strategic 
activities are appropriate from safety and soundness view, and they are not running afoul of inappropriate 
“ proprietary trading’" issues. My conversations with FRB counterparts confirm similar thinking. My short take; 

PMC (and WFC. BAC, and to lesser extent C) have very large investment portfolios that are managed 
centrally, at PMC by the Chief Investment Office (CIO) and at others by an ALCO. 

PMC typically runs $300b - $400b investment positions and there are a lot of derivatives (interest rate, 
foreign exchange, and credit) that are overlayed to contrc4 exposures to structural interest rate risk, basis risk, 
earnings foreign currency translation risk, and structural credit risk. Note, the overall risk positions can go up or they 
can go down, though PMC specifically has a bias that marginal transactions result in less risk. These activities are 
normal A/L/M at the big banl^ thou^ PMC’s inctu^on of some credit risk mitigation from CIO is somewhat 
different (credit people can also do this in other banks, but skills and activity vary). 

The clips referencing tbe “whale” moving the market are tied to unwinding part of credit positions put on a 
couple of years ago in different instruments. Where the bank gets a gain there has generally been a loss (American 
airliiies etc ). They are big and can move the market, particularly where markets or specific instrument activity is 
less liquid to begin with. 

I think there are people out there that have lost money and are grousing at PMC. I also think some 
people are using this to spin a story to influence policy work. Tune will tell if the gut is riglit. 
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From: Brosnan, Mike 
Sent: Monday, April 30, 2012 12:25 PM 
To; Belshaw, ^Hy; Watertiouse, Scott 
Subject pis read, edit and send back, thx 

Marty - John Lyons asked that I send you a summary cf itqr thinking (Large Banks) on the a/l/ra activity and related 
angles portrayed in media coverage a couple weeks back. 

Bottom line: We believe that A/'L/M activities at JPMC make sense. We do have an outstanding MRA and there 
will always be examination findings as well as ongoing questions but we conclude their day-tcnJay and strategic 
activities are appropriate from safety and soundness view, and they are not mnning afoul of inappropriate 
“ proprietary trading” issues. My conversations with FRB counterparts confirm similar thinking. My short lake: 

JPMC (and WFC, BAC, and to lesser extent C) have very lar^ investment portfolios that are managed 
centrally by ALCO, 

JPMC typically runs $j00b - S400b investment position and there are a lot of derivatives (interest rate, 
foreign exchange, and credit) that are overlayed to control exposures to structural interest rate risk, basis risk, foreign 
currency translation risk and credit risk. Note, the overall risk positions can go up or they can go down, though 
JPMC specifically has bias that marginal transactions result in less risk . These activities are normal A/L/M at the 
big banks, though JPMC’s control of credit risk from CIO is somewhat different (credit people can also do this in 
other banks, but skills and activity vary). 

The clips referencing the “whale” moving the market are tied to tran.sactions put on a couple years ago and 
are now' being unwound in different chunks. Where the bank gets a gain there has generally been a loss (,\merican 
airlines etc ). They are big and can move the market, particulariy where markets or specific instrument activitv is 
less liquid to begjn with. 

I think there are people out there that have lost money and are grousing at jpmc. I also think some people 
are using this to spin a story influence policy work. Time will tell if the gut is right. 

the most recent message from Scott and team at JPMC fdlows this email. Based on what I learned from the emails 
as well as phone conversations with Sally and Scott, I have not requested additional follow>up and will leave it to 
their discretion in circling back to if anytiiing new arises. I also read transcript of lqI2 earnings discussion and saw 
some discussion but not much in way of controversy (essentially the spin in clips = tempest in teapot) 
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From: Brosrtan, Mike 

To: <Hubbard, Bryan>:<WHiatTB, Jirfe>;<Whteh. Jofm>:<Kinjer, Kenyon>:<Moore, Carrie>;<Rowe, 

Wi)iiam> 

Sent: 5/14/2012 8:43:07 PM 

Subject: RE; updated talking points (onsSe team is good wSh tNs ^rsion - various edits are h) 


Thx. 

To be clear, from what you said Corker was right. It Is us/me that vwll now be reserved and leave some room for 
interpretation etc. later. 


From: Hubbard, Bryan 

Sent: Monday, May 14, 2012 4:32 PM 

To: Brosnan, Mike; Williams, Julie; Walsh, John; Kilber, Kenyon; Moore, Carrie; Rowe, William 
Subject: RE: updated talking points (onsite team Is good with this version • various edits are in) 

Thank you. ! think these are very helpful and could help clarify the "absolute" statement by Senator Corker this 
morning. 

I have numerous queries from NYTimes, WSJ, Dow Jones, Financial Times, Christian Science Monitor asking to 
confirm or clarify this morning's statement. Pending Mr. Curry's approval of these more nuanced statements, I'd 
like to make calls before folks' deadlines so tomorrow's paper's don't indude Senator Corker's absolute statement, 
it would be very helpful. 

Also got a cal! from Public Radio International stating that Senator Corker told him that the OCC has changed its 
position from this morning. 

Based on at! the moving parts and interest, I'd like to provide all these reporters the same information consistent 
with what was said on the call with Mr. Levin. 

One reporter also said that Corker's staff is also saying that The OCC staff do not think these sorts of trades 
"should" be covered. That is different than whether they would be covered. 

A separate question from a Peter Coy, at Bloomberg, is asking the more systemic question of what is the banking 
system's exposure to trading risk. His deadline is Wednesday. 

Please let me know if these are ok for me to speak from. 

Bryan Hubbard 

bryan.hubbard@occ.treas.gov 
(202) 874-5307 


« File: JPMC Talking Points May 14 2012 (4).doc » 


From: Brosnan, Mike 

Sent: Mcxiday, May 14, 2012 4:18 PM 

To: Williams, Julie; Walsh, John; Kilber, Kenyon; Hubbard, Bryan; Moore, Carrie; Rowe, William 
Subject: updated talking points (onsite team is good with this version • various edits are in) 
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« File: JPMC Talking Points May 14 2012 {4}.doc » 
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Frwn: 

To: 

Sent; 

Subject: 

Attachments: 


Crumlish, Fred 

<Wong, Etwyn>;<Hohl, James>:<Kirk. M8ce> 

5/16/2012 3:15:53 PM 
FW here Is redllne and new final 

Talking Poinls re $ 2 B Loss • OCC Rote and Responsibiiie SW- final.docx; TaBdng Points re $ 2 B 
Loss > OCC Role and Responsibiiiie 8W • redfne.docx 


Please advise me of "fatal flaws" or factual errors immediately. 
And of course don't forward... 


- ape 


*** If you ha\e recehed this message in error, please delete the origin^ and all copies, and notify the sender immediately. 
Federal law prohtofts the disclosire or other use of this information. *** 


From: Waterhouse, Scott 

Sent: Wednesday, May 16, 2012 10:22 AM 

To: Crumlish, Fred 

Sut^ect: FW: here is redllne and new final 


From: Brosnan, Mike 

Sent: Wednesday, May 16, 2012 10:20 AM 
To; Williams, Julie 

Cc: Wateihouse, Scott; Belshaw, Sally 
Sut^eeb here is rediine and new^nal 

We are good with the newh'nal. Rediine attached to help you see changes. 
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JPMC Trading Loss and OCC Roie and Responsibilities 

In 2<X)7 and 2006, in order to hedge credit risk in its balance sheet as a result of stressed credit 
conditions in the economy, the bank constructed a macro-hedge against the credit risk of the 
bank's balance sheet using credit default swaps (COS). This synthetic credit position was 
designed to provide income to mitigate credit losses in the loan portfolio that would arise under 
economic conditions that produced broad credit stress. The strategy was managed to provide 
around $1 billion to $1 .5 billion of income in credit stress scenarios to of^t potential stress 
losses of $5 billion to $6 billion. 

The OCC was aware of this macro hedge. The position was captured in the bank's starKlard 
Chief Investment Office (CIO) and market risk reports available to the OCC. Mitigating portforio 
credit risk Is a positive step for safety and soundness purposes, and thus the OCC's focus on this 
strategy was to ensure that the bank had effedive risk management functions and controls. The 
OCC did not review aach particular transaction that resulted in the synthetic credit position 
because transactions remained within the parameters of the bank's overall risk management 
limits and were viewed as working reasonably. OCC exarronations focused on the quality of risk 
management and the quantity of risk, f^sk management was viewed as satisfactory, with a 
proven track record. It operated under value-at-risk (VAR), stress, and other limits as well as 
various measures depicting sensitivities to other markd factors.. OCC examination of the 
investment portfolio in 2010 did find, however, that the bank needed to more clearly document 
investment policies, portfolio decisions, and processes to rrranage investments. 

The OCC also has issued MRAs on model govemartce over a period of several years. The bank 
revised its model governance policy as a resutt and updated it again in [late 2011-early 2012.] 
Corrective action is ongoing. 

Sinca its inception, the original hedging strategy generally has worked as anticipated. As the 
economy declined and credit spreads widened, the bank reported gains on the hedge position 
that offset credit losses it took in its loan portfolio. (Note that gains and losses on the derivatives 
positions that constituted the hedge are marked to market.) 

As the economy improved, in late 201 1 and early 2012 executive management felt that the credit 
cycle was less risky and made the strategic decision to reduce the high yield debt credit 
protection position. However, after the American Airlines bankruptcy and with an expected 
bankruptcy filing by Kodak, the markets for high yield indices were not. according to the bank, 
liquid enough to use to unwind the existing short credit protection position. Consequently, the 
bank looked for alternatives to of^et the positions via other krstnjments that were presumed to 
have offsetting risk characteristics. 

The bank developed a risk management strategy that relied heavily on the IG 9 Index. IGQ was 
viewed as more liquid than the high yield indices, and included five Tailen angels* that allowed 
the index to be used to partially reduce the bank's protection against stress losses. Titus, the 
bank b^an selling IG 9 credit defairit swaps - going long on IG 9 credit risk (selling CDS) - to 
neutralize some of its short high yield credit risk position (the original credit default swaps). 
Essentially the bank was putting on a hedge on a h^e. The resulting combination of the 
original hedge, end the new position was quite complex. 

At roughly the same time as this hedge-on-a hedge was being executed, the bank implemented a 
new VAR model, which was designed to improve the precision of risk measurement. This model 
went through multiple levels of review at the bank, including the updated imodel governance 
pdicy required pursuant to OCC MRAs. 

in this regard, the OCC does not "approve* in advance all the particular models a bank uses - nor 
the particular loans, or investments, etc. that it makes. OCC evaluates the bank's risk 
management policies, processes, procedures, limits, and controls (including quality assurance 
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processes and audit). ArxJ we monitor management systems for excepitions to poficies or limits 
which may then prompt furttier review or inquiiy. We also monitor and follow-up on errors and 
adverse findings tom risk managers and auditors to ensure they are cleared on a timely basis. 

OCC examiners look to see where activltira losses have diverged from expectations to a 
degree indlcattve of a breach of approved parameters or breakdown of controls. For example, 
wa would look for traders/managers operating outside approved limits, where risk management 
activities did not identify or escalata such instartces, and for models breaking or not going through 
proper validation, etc. It is possible that losses could be incurred even when all controls function 
property, however, because of poor risk estimation or bad business judgment as well as external 
events that create low probability but higher impact environments that aggravate poor decisions 
or bad judgment, f^sk managemant seeks to mininMze risk but cannot alirrinata H, which is why 
banks have requirements to maintain specific capital, reserves, and iiqudity to manage 
unexpected tosses. 

Examiners review management information on a regular basis and have access to additional 
details and information if warranted. OCC exarnnets observe risk management practices and 
assess effectiveness by evaluating whether they provide credible challenge to business people to 
ensure proper balance between risk and reward. If examiners do not see that, they seek to have 
correctiva action to the risk management practices at the institution. 

The bank in this case made its decision to reduce its oqwsure from the original 2007 strategy in 
late 201 1/early 2012. This was an unexceptional decision made by bank management; not 
something that vrauld prompt a spedal alert to the OCC. or a reaction by the OCC that individual 
trades needed to be examined. 

Notably, however. In the present situation, the risk characteristics of the original macro-hedge and 
the he^e-on-a-her^e diverged and this Introduced additional risks. Including basis risk. The 
basis risk that resulted made the bank’s new hedge strategy sensitive to a change in the spread 
between High Yield CDS and Investment Grade CDS (IG9) known as 

compression/decompression risk. recent events have proven, the bank's modal assumptions 
regarding the expected price behavior between the indexes and the value of the positions were 
incorrect. The overall impect on the CIOs first quarter 2012 earnings estimate is a $1 billion 
swing from a $200 million gain to May 10's announcement of an $B00 million loss. 

We discussed with management expected first quarter 2012 results in the three weeks leading up 
to the bank's earnings announcement. We met with the CFO on April 12 to go over financial 
results. At that time, the CFO noted that he expected the Corporate sector, Includirig the CIO, to 
make approximately $200MM per quarter for the rest of tee year. The bank formally announced 
earnings on Apnl 13, with no mention of the CIO issue. 

The OCC reviews the CIO book on a regular basis. We began to focus on the details of this set 
of transactions and resulting Impact on limits In mid-Aprii, following April B, 2012 reports of the 
bank's 'London Whale* trader who was actually executing tee trades to establish to establish the 
hedge-on-the-hedge. On April 16, OCC and FRB examiners met with Ina Drew (now former CEO 
of the CIO) and senior members of the CIO and officials of the bank’s risk management function 
to discuss the bank's positions in light of the press reports. Ms. Drew and other bank officials 
explained at that time the use of COS to mitigate the bank’s credit risk and their rationale for 
using the IG 9 Index to reduce the bank's high yield credit derivative position. Thus, the bank 
was selling IG 9 CDS - going long on IG 9 credit risk (selling CDS) to neutralize some of Its shon 
high yield credit risk protection (the long CDS) put in place to mitigate the credit risk of its loan 
portfolio. 

On May 4, 2012, we received a call from the CFO and CRO to inform us that the value of the 
position was deteriorating rapkiiy. Management informed us that it brought in specialists from the 
Investment Bank to dissect the position and take over its management. The CFO said the 
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investigation was ongoing and that they would make a presentation to us on May 9 201 2. 
Additional information on changes to CDS exposures and the synthetic credit portfolio were 
provided to exan^ners as a result of this meeting, and we are having ongoing discussions. 
Additional information on changes to CDS exposure and the synthetic credit portfolio were 
provided to examiners as a result of this meeting. Also noted were recent changes In die 
behavior of the IG 9 market 

The bank had to publish its 10Q on May 10. Given that the value had changed so much, 
management fek that it needed to inform its investors prior to publication, A conference call was 
quickly anenged for hours on May 10 to NghAght the issue and change its corporate sector 
earnings forecast for the rest of the year. 
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From: Kamalh, Jairam 

To: <Crumlish, Fred> 

Sent: 5/23/2012 2;42;26 PM 

Subject: FW; Stop Loss Definitions 


This makes no sense and gives a misleading pictire of the 5-day and 10-day stop losses. Perhaps if they had 
reported cumiiative losses in the 5-day and 20-day tines, management woiid have been apprised of the gravity of the 
situation much earlier, incidentally, CIO does not have drawdovun irrrits. 

iairam.kamath@occ.treas.Qov 
Tel; 212-899-1386 
BB: 202-368-9193 
Fax; 301-433-6238 

This message is intended for designated recipients only. If you have received this message in error, please delete the 
original and ail copies and notify the sender immediately. Federal law proNtxts the disclosire or other use of this 
information. 


From: Kamath (Regulator), Jairam X [mailto:jairam.x.kamath@jprrKhase.com] 

Sent: Wednesday, May 23, 2012 10:27 AM 

To: Kamath, Jairam 

Subject: FW: Stop Loss Definitions 


From: Surtani, Lavine 
Sent: Wednesday, May 23, 2012 9:48 AM 
To: Kamath (Regulator), Jairam X 
Cc: Regulatory Coordinator 
Subject: RE; Stop Loss Defir^itions 

Jairam. 

t went back to Market risk management to ensure they were comfortable with the definition and the way the reports are 
calcJating Stop Loss Thresholds and they agree with the logic wihidi is as follows: 

The five day loss advisory is an arithmetic sum of the last 5 1-day utilizations . Any of these underlying utilizations that have 
caused an exce.<;sion are no t included in the sum for the following reason: irKluding utilizations that caused excewions would 
result in a double-penalty. A business would break both their 1 day and.five day loss advisory. Rather, this type of loss 
advisory >5 used to capture small leaks in loss over a larger period of time 

The same logic woiid be implemented for the 20-day. 

Also, the other poirt they emphasized is that while some LOBs continue to show the loss advisories as thresholds, 
Market Risk Maragement overall favors the Drawdown measure of P&L performance for limit purposes. 

Let me know if you have any further questions. 

Lavine 

Lavlrre Surtani | Corporate Market Risk Reporting { T; 212-270-1369 (midtown); 212-623-6835 (downtown) j M: 917-757-1091 
} lavlne.surtani@iomchase.com 


From: Kamath (Regulator), Jairam X 
Sent: Thursday, May 17, 2012 9:37 AM 
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To: Surtani, Lavine 
Subject: Stop Loss Definitions 

Hi Lavine, 

i know tfvs shodd be fairly obvious but we’d like to know how MRM defines 1-day, &-days. and 20-days stop loss 
thresholds. From looking at some of the risk reports we are not getting a good sense of how the S-day and 20-day 
stop loss numbers are derived. 

Thanks, 

Jairam 


This communication is for informational purposes only. It is not intended as an offer or solicitation for the purchase 
or sale of any fmanciai instrument or as an ofTicial confiimation of any transaction. All market prices, data and other 
information are not warranted as to completeness or accuracy and are subject to change witirout notice. Any 
comments or statements made herein do not necessarily reflect those of JPMorgan Chase & Co., its subsidiaries and 
affliiates. This transmission may contain information that is privilei^d, confidential, legally privileged, and/or exempt 
from disclosure under applicable law. If you are not the intended recipient, you are hereby notified that any 
disclosure, copying, di.stribution, or use of the information contained herein (including any reliance thereon) is 
STRICTLY PROHIBITED. Although this transmission and any attachments are believed to be free of any vims or 
other defect that might affect any computer system into which it is received and opened. It is the responsibility of the 
recipient to ensure that it is vims free and no responsibility is accepted by JPMorgan Chase &. Co., its subsidiaries 
and affiliates, as applicable, for any loss or damage arising in any way from its use. If you received this transmission 
in error, please immediately contact the sender and destroy the material in its entirety, whether in electronic or hard 
copy format. Thank you. Please refer to http://www.jpmorgan com/pages/disclosures for disclosures relating to 
European legal entities. 
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From: 

Wong, Ekvyn 

To: 

<W9terhoiise, Scott>;<CrumBsh. Ffed>;<Swank. Todd>:<Kirk, Mike> 

CC: 

<Hohi. Jafnes> 

-ent; 

5/17/2012 3:42:36 PM 

Subject; 

History of Trades 


Ok, looks like they gave us all trades as of Month-end Jan, Feb, March 
Then 3 snap shots for April, 

Then Daily May but only 01,02,03,04 

So "netting" Feb vs March vs the 3 snapshots in April would give us info on incremental trades done since the loss 
really began to snowball. 

Obviously still need explanations on the right hand columns in the spreadsheet, especially for tranches. 

Elwyn 
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From: CrumSsh, Fred 

To: <V\^terhouse, Scott> 

CC: <Wlhelm, Kurt>;<Beishaw. Saliy>:<WIUns, Gienn>;<Banks, George>;<Berg, Jaymin>;<Fursa. 

TTiomas>:<Hohl. James>:<Kamath, Jairan¥»:<Kffk. Mike>:<Monroe, Christopher>;<Wong, Elwyn> 
Sent: 4/10/2012 12:00:21 PM 

Subject: JPM CtO trades- JPMorgan’s tksii May Spur Regulators to Dissect Trading - Bloomberg News - 

4/9/12 


CIO is in the news again today {See following). A quick recap of where we are. I have copied Sally and Kurt in 
anticipation of questions; 

As you know we had a call with Chief Investment Officer Ina Drew and others in JPM yesterday, along with the frb. 
The trades that are getting press coverage now are part of a program to reduce a an existing hedge on credit risk 
stress losses. Mgmt felt this stress loss hedge became overhedged as credit risk lessened in 2011, and so used the 
iG9 to adjust it. Unfortunately the IG9 index has also seen reduced trading volume and market participants, so that 
JPMC's trades probably further decreased liquidity in the index JPMC's credit stress hedge is again where they 
want it, and there is no significant further trading planned on this strategy. JPM did say that, if they had to do it all 
over again, they would have used a different index My sense is that they misread the liquidity in the market. CIO 
really doesn't tike to draw attention to itself. 

We asked the bank fora number of items yesterday that reflect details on the trades and support the stress loss 
hedge rationale associated with this specific strategy. We expect this sometime today. FVi the stated purpose 
would be consistent with the CIO's mandate to hedge overall structural balance sheet risk. Most notably this 
includes interest rate risk in the banking book, the MSR, and FX translation. 

I agree with the press that this will likely become a good case study for what should "count" under the Volker rule. 
James Hoh! or I will provide some numbers or further analysis when we have them. 

- ape 


**• If you have received tNs message in error, please delete the original and all copies, and notify the sender immediately. 
Federal law prohibits the disclosure or other use of this information. *** 


From: Tuorto, Louise 

Sent: Tuesday, April 10, 2012 7:36 AM 

To: LB Morgan Stanley; LB CTTl; Heinsohn, Allison; Crumlish, Fred; Oevinceozi, Saray; Decker, Sharon; Kiefer, Joseph; 

Gouldie, James 

Subject: JPMorgan's Iksi! May Spur Regulators to Dissect Trading - Bloomberg News • 4/9/12 

JPMorgan’s Iksil May Spur Regulators to Dissect 
Trading 

Market-moving trades by JPMorvan Chase & Co (JPMl ’s chief investment office probably will force regulators to 
seek more detail on banks’ derivatives positions to help them distinguish risk management from speculation, 

Bruno Iksil, a London-based trader in the unit, has built derivatives positions linked to corporate credit that are so big 
he’s moved markets, according to hedge fond managers and dealers. While Joe Evangelisti. a bank spokesman, said 
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5 'esterday that the trades are part of the firm’s hedging strategy, four market participants said they resemble 
proprietary bets, or wagers with the lender’s own money. 

Executives at New York-based JPMorgan, the biggest U.S. bank with S2.27 trillion of assets at year-end, have 
opposed the so-called Volcker rule that seeks to prevent banks with federal backing from making speculative trades. 
Details on Iksil’s positions are too sparse for regulators to detemune whether they should be permitted, said Frank 
Partnov. a former derivatives trader who’s now a law and finance professor at the University of San Die^o . 

“This could be an almost completely matched, hedged position, or it could be massively risky, and there’s just no way 
to tell without getting more complete disclosure,” Partnoy, author of “Infectious Cireed: How Deceit and Risk 
Corrupted the Financial Markets” said in a phone interview. “I’m surprised that regulators don’t see this example and 
cry out for more disclosure and more information about these contracts.” 

Bank Regulators 

Judith Bums, a Securities and Exchange Commission spokeswoman, declined to comment on whether the agency is 
looking into the trading Bryan Hubbard, a spokesman with the Office of the Comptroller of the Currency, which 
regulates banking at JPMorgan, and the Federal Reserve’s Barbara Ha^nbam^ also declined to comment. 

The three regulators are among those working on the final version of the Volcker rule. 

Regulators are stationed in JPMorgan’s offices and are aware of what the bank is doing said a person familiar with 
the company’s thinking who asked not to be identified because he wasn’t authorized to discuss it. 

The results of JPMorgan’s chief investment office “are disclosed In our quarterly earnings reports and are fully 
transparent,” Evangeiisti said in a phone interview. 

Harvey Pitt , a former U S. Securities and Exchange Commission chairman, said yesterday in an interview on 
Bloomberg Television’s “InBusiness With Margaret Brennan” that trading such as Iksil’s should raise regulatory 
concerns because it’s influencing market prices 

'Dispel Concenis’ 

“I’d v.'ant to talk with the folks at JPMorgan and understand exactly what took place here,” Pitt said. "And then I 
would try to get a report out to the public as quickly as possible to di^el concerns about things that may not have 
occurred and to raise issues about things that actually did occur.” 

Arthur Levitt , another former SEC chairman who is a senior adviser to Goldman Sachs Group Inc. (GSl. said in a 
radio interview on “Bloomberg Surveillance” that he expects regulators will require more information on banks’ 
derivatives positions. 

“And I think that is unfortunate,” said Levitt, who also is on the board of Bloomberg LP, the parent of Bloomberg 
News. “That raises alt kinds of competitive issues.” 

JPMorgan holds a portfolio of investment-grade debt and uses “credit-related instruments” such as derivatives to 
protect against a decline in the value of the holdings, Evangeiisti said 

‘Simply a Balancing’ 

“Our most recent activity noted in the media is simply a balancing of those credit-related investments to reduce the 
impact of our hedge,” he said. “We do this in the ordinary course of our asset- and liability-management activities." 

Jack Gutt . a spokesman at the Federal Reserve Bank of New York, declined to comment on whether the New York 
Fed is examining the trades, Jamie Kmon. JPMorgan’s chainnan and chief executive officer, is on the New York 
Fed’s board of directors . 
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“This will be the first test of how aggressively the Fed will enfxce the Dodd-Frank Act," which includes the Volcker 
rule, said Mark Williams , a lecturer at Boston University’s School of Management. “From a Fed regulatory 
standpoint, I see JPMorgan as having some serious explaining to do.” 

The positions, by the bank’s calculations, amount to tens of billions of dollars and were built with the knowledge of 
Iksil’s superiors, a person familiar with the firm’s view said. 

Price Movements 

Iksil may have built a position totaling as much as $100 billion in contracts in one index, according to the market 
participants, who said they based their estimates on the trades and price movements they witnessed as w'eli as their 
understanding of the size and structure of the markets. 

Even if regulators are satisfied that Iksit’s trades are intended to hed^ other risks the bank is taking, regulators 
should be aware that derivatives ofleti fail as offsets because of differences in the way contracts are written and 
traded, Partnoy said. 

“It’s not a pure hedge, it has a speculative element to it, and that’s particularly true when the contracts are this big, 
when you're talking about tens of billions of dollars,” said Pannoy, whose new book “Wait: The Art and Science of 
Delay” is being published in June by PublicAffairs. 

“The only perfect hedge is in a Japanese garden,” he said. 

LcruiseA. Tuorto 
Administrative Assistant 
Morgan Stmley B€mk, N.A. 

7S0 7th Avenue^ 30th Floor 
New York, NY 10019 

212-7620710 

301433S910 
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From; 

Crumiish. Fred 

To: 

<Kifk, Mike> 

CC: 

<Hohl, James> 

Sent: 

4/11/2012 11:28:18 AM 

Subject: 

RE: CIO info on elephant trade 


Yep. I thirty we will need to sit with them. 


-apc 


*** If you l*i\ c received lliis nicssa^ ia error, please delete the origitnl aid all copies, aid iBtift' tie scider iiuuicdiatciy. Federal law 

prohibits the disclostue o rotlicfuseoftl^iiiforrtBtioa *** 

From: Kirti, Mike 

Sent: Tuesday, April 10, 2012 4:28 PM 
To; Crumiish, Fred; Swank, Todd 

Cc: Waterhouse, Scott; Banks, George; Berg, jaymln; Fursa, Thomas; Hohl, James; Kamath, Jalram; Monroe, Christopher; 
Wong, Bwyn 

Subject: RE: CIO info on elephant trade 
Fred. 

I agree widi yoir reply to the bari<: the attached r«rrative reads as sometNng they may post in the 10K (sans the 
trade level detail). Not very helpfid. 

What would be he^ful would be to see the stress scenarios withoU these assets, and with these assets so one can 
uxlerstand the impact. I’m assuming they have value in more than one stress scenario as well; so it woiid be helpful 
to understand what other uBlity they provide as well. It woukl also be helpfii if the CIO could provide some indication 
of a present target level they are trying to achieve, and hence the change of activity that resiited in the same (in other 
words resiits prior to and after recent trades). 

I would trtr*: they shoiJd be able to p(J the stress test results off the shelf for the time period prior to increasing hedge, 
then provide the resiits at the time the trades were made to reduce, and now cment levels showing where they are 
now relative to their target. Just a thought. 

Regards. 

Mike 


From: Crumiish, Fred 

Sent; Tuesday, April 10, 2012 4:13 PM 

To; Swank, Todd; Kirk, Mike 

Cc; Waterhouse, Scott; Banks, George; Berg, Jaymin; Fursa, Thomas; Hohl, James; Kamath, Jairam; Kiric, Mike; Monroe, 
Christopher, Wong, Elwyn 
Subject; GO info on elephant trade 

James (and Mike) - Attached is a message from Joe S recapfkng the trades and including a brief narrative. In my 
response on JPM email, i said that we wo Jd get back w/ questions. I also said it woiid be usefiJ if they provided 
analytics or a summary that recapped the hedge strategy, such as the expected impact of the hedge on the projected 
stress loss identified. I had asked for tNs on the call as w^l. Hopefiily we will see something 

Just getting a list of trades doesn't do much “prop trading" wise.... 
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In any event let me know what you think. 


- ape 

*** ITyou iQ\‘e received dus aessage iu enor, please delete Ue origiiial aid all copies, aid iviify lie sender tiuiiediaiely. Federal law 
prohibits tie disclosure or other use of this information *** 
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From: 

To: 

Sent: 

>ub>ect: 


Hohl, James 
<B€rg, Jaymin> 
1/24/2012 6:11:18 PM 
RE: CIO meeting 


i don't know who John Wilmot's secretary is, so I've e-mailed him, Dave Alexander, and Phil Lewis together. My 
Outlook calendar should be available to look at. Monday and Wednesday afternoons look good, Tuesday 
morning, and pretty much any time Thursday except noon. ■Hianks, James 

p.s. Was the December Treasury EMR available? 


From: Berg, Jaymin 

Sent: Tuesday, January 24, 2012 1.8 PM 
To: Hohl, James 
Subject: GO meeting 

Fred wants me to setup this quarters CIO meeting. He said that you'd still be in charge of IRR portion and I'ii be 
responsible for ongoing supervision of investments. What days are you free next week fora meeting? Also, who 
do you typically email to setup the meeting with CIO? 

■i 
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From: Moore, Carrie 

To: 'Michaet_BrtgW@cor 1 «er. 5 enate.goV 

Sent: 5/12/2of2 7:49:23 PM 

Subject*. Re; JPM 


You’il definitely beat me in... But i should know more later today or tomorrow on times that will work for Mike. Likely 9 or 
10 on Mon. 


From: Bright, MIchaei (Coriter) [mailto:MichaeLBright@cori(er.senate.gov] 
Sent: Saturday, May 12, 2012 02:34 PM 
To: Moore, Carrie 
Subject: Re: JPM 

Sure, let's talk Mon. I will be in very early. About 6 or 6:30 


From: Moore, Carrie [matlto:Can 1 e.Moare@oct.treas. 9 QAr 3 
Sent: Saturday, May 12, 2012 01:57 PM 
To: Bright, Michael (Corker) 

Subject: Re; JPM 

Michael, am trying to set up a 30 min or so call with you and Mike Brosnan on Mon. His schedule is tight, so hoping you 
have some flexibility on your end. 1 might not know the time unhl early Mon - when are you in the office? 


From: Bright, Michael (Corker) [mailto:MichaeLBright@corker.senate. 90 v] 
Sent: Saturday, May 12, 2012 12:54 PM 
To: Moore, Carrie 
Subject: Re: JPM 

Thank you! {Will get back to backyard grilling now.) 


From: Moore, Carrie [mailto:Carrie.Moofe@occ.treas.gov] 

Sent; Saturday, May 12, 2012 12:45 PM 
To: Bright, Michael (Corker) 

Subject Re: JPM 

HI Michael, That's accurate. These trades would have been allowed even if the Volcker rule was in place. Hope you're not 
working too hard tbday! 


From: Bright, Michael (Corker) [mailto:MichaeLBright@c 01 ker. 5 enate. 90 v] 

Sent: Saturday, May 12, 2012 12:43 PM 
To: Moore, Carrie 
Subject: Re: JPM 

Carrie, sorry to bother you on a Saturday. But quick question. The committee staff seemed to think that the OCC's view was 
that the JMP trades would have been permissible under Volcker. Is that an accurate statement? 

Thanks, 

Michael 


From: Moore, Carrie [mai!to:CaTrie.Moore@occ.treas 90 v] 
Sent: Friday, May 11, 2012 06:46 PM 
To: Bright, Michael (Corker) 
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Subject: Re: JPM 

Yes, ai! out of the bank. Will set up something for Mon! 


From: Bright, Michael (Corter) [mailto:MlchaeLBright@corter.senate.gov] 

Sent: Friday, May 11, 2012 06:16 PM 
To: Moore, Carrie 
Subject: RE: JPM 

Yes please. Woiid love to talk on Mon. These trades were done out of the bank N.A., correct? 


From: Moore, Carrie [mailto:Canie.Moore@ooc.treas.gov] 

Sent Friday, May 11, 2012 5:43 PM 
To: Bright, Michael (Oprker) 

Subject RE: 1PM 

Hi Micha^, 

Yes, as I tnderstand it. this is a hedge trade gorre svrong issue, which wW result in a hit on earnings. And I have folks 
that can give you all the details, should you need it. Just let me know. 

Thanks, 

Carrie 


From: Bright, Michael (Corker) rfnailto:Michael Briaht@cofter.senate.QOv1 
Sent Friday, May 11, 2012 4:24 PM 
To; Moore, Carrie 
Subject JPM 

Hey Carrie. I'm si«% this is probably your 500^^ request today... bi4 s this just a hedge trade that was exceptionally 
poorty execLrted? CDX basis mistake, of some sort? 

Any ir^ight you could provide woUd be helpfiJ. As I'm sure you can appreciate, my boss is asking lots of questior^. 

Thanks, 

Michael 
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From: Berg, Jaymin 

To: <Crifnfish, Fred> 

Serrt: 4/5/2012 6:28:59 PM 

Subject: RE; reports list 


Fyi - the unknowns are due to Hstserve recipients so I'm not sure who gets it. Also, Doug is listed as a recipient for 
some emails but I don't think his JPM account works. 

Report Frequency Other OCC Recipients 
Firm Stress Results Weekly Unknown 
!B Risk IB VaR and Limits Update Oaiiy Unknown 
Firmwide Risk Daily Market Risk Limits and VaR Reports Daily Fred Crumlish Christopher Monroe 
Daily Revenue Report Daily Unknown 
MaRRS Stress Reports Weekly Unknown 
Firmwide Risk Daily Limits Excession Summary Daily None 
Level 1 IB EMR Monthly None 
Level 2 IB EMR Monthly None 
Equity Risk Stripe Daily ElwynWong TomFursa 
Global ABS Conduit Monthly Report Monthly Tom Fursa DougTornese 
Jupiter, Falcon, & Chariot Regulator Reports Monthly Brad Sry DougTornese 
Secondary Marketing Daily Risk Exposure Reports Monthly None 
CIO AFS Securities List Quarterly James Hohl 
CIO Info in Treasury Weekly Appendix Weekiy None 
CC Securitization Monthly Review Package Monthly Doug Tornese 


From: Crumlish, Fred 
Sent: Thursday, April 05, 2012 2:03 PM 
To: Berg, Jaymin 
Subject RE: reports list 

Do you know who is cc'd beside you on each of these? 
. ape 


*** If you have recehed this message in error, please delete the originai and ail copies, and notify the sender knmediately. 
Federal law prohibits the disclosure or other use of this xTformation. *** 


From: Berg, Jaymin 

Sent Thursday, April 05, 2012 2:02 PM 

To: Crumlish, Fred 

Subject reports list 

Here's the reports I receive: 


Report 

Firm Stress Results 

16 Risk IB VaR and limits Update 
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Firmwide Risk Daily Market Risk Limits and VaR Reports 
Daily Revenue Report 
MaRRS Stress Reports 

Firmwide Risk Daily Limits Excession Summary 
Level 1 IB EMR 
Level2IBEMR 
Equity Risk Stripe 

Global ABS Conduit Monthly Report 

Jupiter, Falcon, & Chariot Regulator Reports 

Secondary Marketing Daily Risk Exposure Reports 

CIO AFS Securities List 

CIO Info in Treasury Weekly Appendix 

CC Securitization Monthly Review Package 
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From: Waterhoiise, Scott 

To; Brosnan, Mike 

Sent: 5/17/2012 5:12:50 PM 

Subject: RE: Your request of last nigtv. re OCC response on do 


Perhaps right after the 2-3 CiO i^date. Looks Bke you are free. ShaU i cal you when I get back to the offtce? 


From: Brosnan, Mike 

Sent: Thursday, May 17, 2012 12:06 PM 

To; Waterhouse, Scott 

Subject: RE: Your request of last night re OCC response on do 


Ok. i ser^ onto Jdie. Will ca!i you later today (not sue on specifics, but we know things will pop i^). is there a time 
you want me to call before (leaving 30 minutes for us to talk etc.)? 


From: Waterhouse, Scott 

Sent; Thursday, May 17, 2012 10:27 AM 

To: Brosnan, Mike 

Subject FW: Your request of last night, re OCC response on do 


Mike < here is Fred's chronology. This is response to JuSes question. 


From: Crumllsh, Fred 

Sent: Thursday, May 17, 2012 9:50 AM 

To: Waterhouse, Scott 

Subject Your request of last night, re OCC response on do 


TNs is in response to you email asking about OCC sifjervision between April 16 and May 4. This and the following 
message recaps of ou recent CiO responses 

In terms of standard MIS. we receive two emails every day that are relevant to this issue. They contain risk information 
for the company overall: 

Pirmwide Daity Risk Limits Excessions 
Pirmwide Daily Market Risk Limits and VaR reports. 

Each emraii contains a short summary and an attachment for the LOBs. AB examiners have access to this email and 
based on their review we decide what follow up is needed, and we also use ttis to assess trends, etc. 

With respect to the synthetic credit book and the CIO. the daly MTM fmit blew out on 4/10 and then snapped back. 

We had contacted the bank on April 9 because the press reporting and market comments weren't consistent with what 
we felt to be the case arxj began requesting information After some back and forth we set if> a meeting with seniors, i 
also added an examiner with direct trading experience to he^ us assess what was going on and help evaluate 
managemerf s responses. TNs meeting included ina Drew. John Hogan, and others, and Is summarized in my 4/17 
email. In addition to describing the curent assessment, Ina Drew indicated that they had begui looking into what 
happened, as they were concerrred tfst tNs fed become piMc. and woiJd keep us infonried. At the time tNs wasn’t 
presented as a problem with the position or management of the book. JoNi Hogan also indicated that the imit process 
had ‘worked ' to the extent that it had intiated the conversation resJting in additional work being done on the book. We 
told the bark to keep us informed and we woiid tike to see the resJts. Based on tNs meeting, we were led to expect 
some volatility based on what we were told. The bark didn't provide an incremental update on their work as we 
requested. 
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As you know, we also discussed moving ip the review of oltCIO MRAto Jme (post SNC) to encompass this issue 
and had an exam planned for the UK and US activities in Octob^. 


- ape 

*** If you have received this message in error, please delete the orighai and all copies, and notify the sender immediately. 
Federal law prohibtts the disclosure or other use of this krformrtioa *** 


From: Hohl, James 

Sent: Thursday, May 17, 2012 7:49 AM 
To; Crumiish, Fred 

Subject: Re: Scotts e-mail of 6.33 p.m. last night 


The initial concerns based upon the press reports were ^out JPMC trading affecting market prices for 
CDSs. Our focus was on sizing the positions and assessing whether JPMC’s volume impacted the CDS 
market. We went back and forth with the bankers several times, just trying to get clear position 
information. We continued receiving and monitoring the daily \^R reports, but there was no additional 
daily reporting. There was no discussion of P&L effects before Doug Braunstein's cal! on May 4th. 


This message is intended for designated recipients only. If you have received this message in 
error, please delete the original and all copies and notify the sender insnediately. Federal 
law prohibits the disclosure or other use of this information. 


Before 0416 caH with Ina 

« Message: Background and S^)porting Data for CIO Discussion of April 9, 2012 » « Message; RE; Backgrouid 
and Supporting Data for CIO Discussion of April 9. 2012 » 

0416 call preseitation 

<< Message: FW; materials for Fed/OCC/FDIC call at noon today » 

Post 0416 information 

« Message; CIO Synthetic Credit follow-ijp » « Message; CIO irformation for Wednesday » « Message; RE: 
CIO Synthetic Position » 
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From: 

Kirk, Mike 

To: 

Crumlish, Fred; Hohl, James 

CC: 

Waterhouse. Scott 

Sent: 

5/9/2012 4:31:18 PM 

Subject: 

RE: today's meeting 


OK. ..Is James doing first cut as he did last time. 

I irxlerstood Doug's point on concentration resen/es, bU note (hat there weren't any real irtcendves for traders to find 
the "simple’ solution as we discussed in ou* meeting. 

Problem will always be that Bmil structtres didn't antidpate a certain type of positions, especially in an environment 
where limits are created once there are significar^ exposures (often JPM does not institute b'mits irtil positions 
become material... at which poirt it may be too late). 

I see tNs. as I called it this AM in our internal meeting.... Agroipof traders who v^e unwilling to swaHowthe costs of 
exiting a hard to chew position, so instead used models and oth^ analyses to find an alternative and more palatable 
risk exiting position. This resulted in complex positioning that Is now very large and more costlier to ewt. If they had 
only just got out of what they owned it would have been cheaper. Moreover, if they coiid not get out. it begs the 
question why were they allowed to be in so large to begin w#) (shoddn’t there be more reserves because of that?). 

Just a follow up thoi^: 

Unlike PIMCO and other real money manager that have investors that can arid may withdraw at any time (instiffing a 
form of discipline of how much of anything to hold relative to tiqddation expectations), the bank is n^t exposed to 
exogenous demands for capital short of a rapid reduction of deposit. Therefore. I think we shodd be thinking of 
some form of liqddity discipline for the CIO finction that codd be put in place to help correct reoccurence. 


From: Crumlish, Fred 
Sent* Wednesday, May 09, 2012 12:20 PM 
To: Kirk, Mike; Hoht, James 
Cc: Waterhouse, Sc^ 

Subject today's meeting 

Hi Mike- 1 mentioned to James on the way back that when we pd the notes together for the meeting, sw need a 
coiple of short bdlets ip front folowed by the detail. We need to convey that the bark caled us because on futher 
analysis the position proved more problematic. 

We wil schedde an update in a week. 


-ape 


*** If^oulEve received this message in error, please delete the original aod all copies, and icd^’ ihe sender uirnedialely. Federal law 
pioliibib Ue disclosure or oiler ttse of Uiis iiifoniQiiou. *** 
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From: 

Waterhouse, Scott 

To: 

<Be!shaw, Salfy>;<Brosn8n, Mike> 

CC: 

<Crumfish, Fred> 

Sent; 

5/10/2012 6:11:09 PM 

Subject: 

FW. Braunstein / Ci4ier call on CIO 


Safly & Mike - we had a cali from Brainstein this afternoon to update is on ongoing events in the CIO. Crumlish 
provides comments below. I’ve also pasted in additional notes from our Wednesday meeting on the SLt))ect. 

Bottom line; the barb’s efforts to risk manage its synthetic credit position in the first quarter have not been effective. 
The curent position is more risky and less economic than ori^n^ty ttx)ught. 

Due to issues described below, the bank will report a higher VAR runber. more RWA, and lower Basel Hi capital ratio 
(8.4% to 8.2%) than originaBy reported on the earnings cai. The 10Q will be pil5lished tonight. 

The bank will ^so revise its forward looldng oudook for corporate sector earnings, moving it from a positive $200MM 
this quarter to a negative $800MM. 

The bank ‘‘may" have an analyst call this afternoon at 5:00 to explain. 

Details folow: 


From: Crumlish, Fred 

Sent: Thursday, May 10, 2012 1:45 PM 

To; Waterhouse, Scott 

Suliject: Braunstein / Cutler cali on GO 

ImportarKre: High 

Doug Braunstein and Steve Ci4fer called to provide an ipdate on the CIO synthetic credit position and related 
disctosires. Key points; 

As a resiit of work done over tfie past 24 - 36 hoirs, JPM became concerned aboi4 the quality of the VAR 
catciiations. The bank had implemented a new VAR caiciialor at the beginning of this year. JPM decided to 
revert to the VaR model used diring 2011. TNs wil cause CIO reported average VaR to go up from 70MM to 
130MM aid the max from 120MM to 180MM. The change also adds 35B to Basellll RWA and reduces the 
Basel III ratio from 8.4 to 8.2% 

These numbers are different than those originally reported in the 8Q after the earnings antx>uicemer«/ana!yst 
cali. Since the official 10O has not been filed, management will Nghlight the dfferences in the VAR, RWA and 
B-lll rubbers. 

JPM plans an analyst caU today at 5PM. Two messages will be delivered: 

o The company has determined that it has a position that is riskier, more volatile, and less economic than 
they thought It had been. Therefore the bank will change its forward-looking guidance for corporate P&L 
from a $200MM profit to an $80CMM loss. (They may allude possible offsets h'om sales in APS 
securities). (Estimated total nrrrvwide P6L wifl reduce from approximately $5.4 bjUion to $5 billion for 
ttie second quarter.) 

0 The company is going back to its historical VaR model, so the filing wiB show adjusted VaR and capital 
rwmbers. 

Directors have been irfonmed . A regularly schediJed board meeting is set for today for the directors to 
approve the 10Q. 
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Further notes: 

This call foRowed oir meeting of yesterday {notes below) where the bar^ went over the initial results of their review of 
CIO, and there conclusion that the synthetic credit portfofio has become far hsider than expected. Over the past 24 
hours, company has been validating data. The initial vwxK on the VaR mode! indicated that although it had been 
validated by the model hsk grou^, it was not implemented with consistert data. Therefore, company is reverting to the 
model that had been in place duing 2011. (JPM was reticert on the specifics of the impiementation issues es th's is 
stiH work in progress and aP issues may not be fiJty know; however, they were si/ficientty concerned to puli the model 
and there may have been some “data smootrtng* involved. ) 

Notes from 5-9-12 meeting: 

The syrthetic credit portfolio held by CIO has $1.9B MTM losses in 2Q2012 to date (to somewhat offset this in 
2Q2012 net income, the CIO has taken nearly SIB of seci^ties gains from the AFS portfolio). The notional position 
of the synthetic credit portfolio grew significantly duing 1Q2012 in a what has been a failed attempt to reduce a credrt 
hedge by repositiortng the portfolio (described in my email of April 17). The net resiit is a large complex position that 
hasn’t performed as modeled, with unexpected correlations and increased volatility, tiiat wilt take time to rm down. 

The nature of the synthetic credit portfolio also caused Bas^ HI risk-weighted asset to grow about $30B in 1Q and 
another $20B in 2Q so far. 

As previously reported, JPMC managers wanted to reduce the HY short risk position they had, but market liquidity and 
perceptions (due to AMR and Kodak BK's plus LTRO) were such that the MY indices weren’t economical to use to 
reduce the risk position. So traders modeled other indices based upon historical correlations and determined the best 
coume of action was to sell IG irxiices. Ina Drew noted that the old HY synthetic hedge moved in line with the AFS 
portfoio prior to these changes being made. John Hogan noted that the firm had underastimated the risks and that 
they woUd exit the strategy and not reenter it 

The driving issue, according to Doug Brauistein, became the si 2 e of the position. Because of the size, any 
disbcation is magnified, and the ability to exit is hampered. 

The CIO global credit 10% credit spread widening (CSW) limit v^s breached on March 22. 2012. At that time CIO Ina 
Drew susperxled active tradir^ in the irrstrunerrts and began looking more closely at the drivers of the ongoing limit 
exception. Further increases to the risk position, as seen in the reports, were not from new trades, but rather from the 
convexity of the positions, many of wtich behave like near or at the money options. Firther widening of spreads wilt 
exaggerate this problem; conversely, spread nartowing vwR assist in de-risking. At first it was thought that the excess 
was due to mariref dislocations that would mean revert: however, affer further analysis by the last week of April it 
became apparenf fo JPM managemenf that there wens funcfamenfa/ problems with the portfolio. 

At this time. Risk Management has control of the synthetic credit portfolio, which wiB be wound down. WNIe the 
portfolio does have symmetrical risks, JPMC managers are actively reducing the exposure instead of sitting on it to 
see if the market will tim around. The de-risking glide path ertails three prongs. First, the de-risking of delta (10% 
CSW). Secorxl, deciding w/hat to do with shorts expiring In December. Third, more long dated issues related to illiquid 
risks that they can't do much about There may be more liquidity reserves taken as a resuit. AsNey Bacon is leading 
the efforts to actively reduce the 10% CSWexposueby Jiiy4th. Currently, managers are meeting twice daily seven 
days a week to ipdateand control this process. Ultimate resolution of the portfolio will take a long time, arxj there is a 
possibiity of losses in billions. 

Risk management is measuring six risk categories for the syithetic portfolio and is stressing each of them. There is a 
risk that the portfolio could lose $2B from here, but these nimb^ are evolving as risk management better 
understands the position and as risks are urrwoujrxf. <XC and FRB wiH be u^ated on exposure and actions 

The review of the situation is ongoing. To date, identified issues incbde the following. There was poor construction 
and execution of the hedge reduction strategy, which added to the comptexity and size of the position. There was 
over reliance on historical market relationships, wNch resumed in excessive price movements when implied correlations 
increased. There was miscalculation of market and valujation dynamics. There were insufficiently granuiar limits for 
the synthetic credit book, partlcularty a lack of notion^ limits. It took too long to fiily understand the portfolio risks and 
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escalate problems. Finally, the curent marVet environment for tt»se instrunents has magnified mistakes. 

In addition to Risk Managemerf s active efforts to reduce the portfoSo’s risk positions and litimatety wind it down as 
previously described. JPMC has begin taking actions to prevent a similar situation. More granular limits have been 
put irto place, The valuation, control, compliartce, and reporting framework are being reviewed and are been 
tightened. An internal audit to assess risk management processes and financial reporting for CIO mark-to-market 
books is underway. 


JPMC attendees 

Chief Financial Officer Doug Braunstein 
General Coinsel Stephen Cutler 
Chief Irrvestment Officer Ina Drew 
Chief Risk Officer John Hogan 

EVP Corporate & Regiiatory Affairs Barry Zifcrow {telephone) 

OCC attendees 

Scott V^terhouse, Fred CrumHsh. James HoN, Mike Kirk (telephone) 
Fed attendees 


-npc 

*** IfyoiilQve received this nessa^ in error, please delete theoiiginal and all copies, and notiA' ttie sender umediately. Federal law 
prohibits tte disclosure or other ise of this information. *** 
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From: Curry, Thomas 

To: <Kit5er, Kenyorv* 

Sert: 5/11/2012 3:12:24 PM 

Subject: FW; J.P.Morgan Chase 


Ken, 

FYt.^ Old school si^jervision? 
Tom 


From: Brosnan, Mike 
Sent: Friday, May 11, 2012 10:20 AM 
To: Curry, Thomas; Williams, Julie 
Subject Re: J.P.Morgan Chase 


Yes 

At end of day they are good at financial risk mngt. But they are himan and miH make mistakes (big loan losses, trading 
losses, litigation etc). But on grand scheme Oiey are good. This will humble them - a heal^y and good thing 


From: Curry, Thomas 
Sent: Friday, May 11, 2012 10:12 AM 
To; Brosnan, Mike; Williams, Julie 
Subject: RE: J.P.Morgan Chase 

Mike. 

Thar^. tsn^it it a fttie more than embarrassmerrt issue? WNle it may not be material, it does implicate their risk 
management abilities doesni^t it? 

Tom 


From: Brosnan, Mike 
Sent Friday, May 11, 2012 10:00 AM 
To; Curry, Thomas; Williams, Julie 
Subject FW: J.P.Morgan Chase 

Pyi ^ international colleagues will be asking and here^s what I sent to bafin. 


From: Brosnan, Mike 

Sent; Friday, May 11, 2012 9:58 AM 

To: 'Daniel.Mestek@bafin.de' 

Cc: Lu(kier.HanenberQ@bafin.de : Peter.Kruschei®bafin.de : 'Sarah.Oahlgren^ny.frt.oig'; Tlm.P.CIark^frb.Qov 
Subject FW: J.P.Morgan Chase 


At tNs point there is a lot of pi±itic information as bar^ issued 10q filing and had call with analysts last night. 

The transactions in question were part of their asset-liability management process (alco) which jpmc refers to as the 
chief investment office (do). Here are my take-aways 

Back in 2007-08 they put on a short aedit risk position to protect against a declining economy. This was a 
macro hedge. 

Over the past few years this hedge worked as the economy dedined, credit spreads widened (causing gains 
on the hedge) but these gains were of course offset as ttiey took credit losses (for example KodaK American 
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airlines etc ), note, the derivatives positions are mtm while the loan portfolio is primarily cost accointing. 

TNs presents compieMties for analysts etc. 

After evaluating macro envirorment in 4q11. actions were taken in early 201 2 to reduce the short position - - 
by entering long position in other credit risk irvlices. 

The new transactions had different betas and basis risk. 

As recent marks show the bank mis-estimated the basis ri^ (wtule ^r short position did gain with recent 
toward sNfl in credit spreads, the long position had losses beyond original estimates). 

the overall impact of recent marks on 1q12 p!\ resisted In a change from cio^s previous estimate of a 
$200mm g^nto last night^s arvnmcement of a $60(^m bss ($lb ssving). 

The micro positions in question are now in conlrd of risk management. 

The overall result wiH be a reduction in 2q12 earnings, arKf I tNrk bark has informed market there is a good chance 
the adjustments underway coiid result in some eaiTMngs impact for one or two fiAffe quarters as well. Also, they 
chang^ risk models wtich wjH resiA in higher rwa and tNs wil cause tier one common ratio to drop from 8.4 to 8.2. 
obviously there isn^t a safety issue vMth these numbers, but there is an embarrassment issue for bark leadersNp 
which has overtly expressed pride in their ability to measure and corftrol risk. 


From: Daniei.ftestek@bafin.de rmailto:Daniel.Mestek(a>bafitt.de1 
Sent: Friday, May 11, 2012 8:39 AM 
To: Brosnan, Mike; nm.P.CIark@frb.QOv 
Cc: Ludoer.Hanenbera@baf1n.de ; Peter.Kruschel@bafin.cte 
Subject: J.P.Morgan Chase 

Dear colleagues 

As you may know, BaFIn Is in charge of supervising l.P.Morgan A6, an indirect subsidiary of J.P.Morgan Chase 
8t Co, New York. Furthermore, J.P.Morgan Chasers Frankfurt branch is under our supervision. 

Regarding the latest news on major losses of J.P.Morgan^s US txjsiness, we would be grateful if we a>u!d get 
insight into both the background of the transactionfs) leading to the reported losses as well as any supervisory 
action (to be) undertaken by you. 

Therefore, it would be greatly appreciated if you could as soon as possible either provide us with respective 
Information in written form or, as an alternative, if we could set up a telephone conference. 

Yours sincerely 

Daniel Mestek, LL.M. 

Sundesanstalt f^r Finanzdienstleistungsaufsicht 

Referat 6A 16: Aufsicht ^ber ausi^ndische Banken aus Amerika, Schweiz, Asien (ohne arabische Staaten), 
Australian 

Federal Financial Supervisory Authority 

Section BA 16: Supervision of foreign banks from the USA, Switzerland, Asia (excluding the Arab states) and 
Australia 

Graurheindorfer Str. 108 
53117 Bonn 

Fon; +49(0)228 4108-3787 
Fax: +49(0)228 4108-63787 
e-mail: daniel.mestek@bafin.de 
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BANK 



Chief Investment Office 


Financial Summary 

■January 

Actuals 



Total CO R«»w)ues 1M 

Total OO Expenaea (Ex IC. Ex FX) 15 

Overhead Ratio 9.7411 


FX Hedg^ HMucaon to Expense Benem/(Li>a8) 
MSR 

COLVBOLI 


(«) 


(10) 


16 


Total Return Summary 


Total EoonofnkRebirn 150 

CoatofCapKai* 15 

TAA Expeneaa (Ex IC, Ex FX) 7_ 

Pra Tax SVA ioST 

ROE 111* 

3 month average Aggregate Vtfl95 62 

Straea 671 

EOF Capflal (with MSR}’ 1.156 


'Asaumea 1S% <DSt of aprtal 

*EOP capital indudea firmwide dtveiatflcaUon 


RAMV PROPRIFTARY ANO/OR TRADF SFORETIMFORMATinN 


• Jattuaiy MTU P&Lgam of S1l3nvn prtmaniy dmen by. 

• MTM gaJm Agerwy Preferred. Ctedit CLOa and Fixed IrKome poStlona 

• January OUref Revenue of S(36)miTi pimaiilydLie to: 

- (S39}mtT> coat lo maihet ar^uatment on AM whole loena. offset In AM 


Jarruary. 

TAA RehMTieof$155mmduelo; 

Cradn. CoofriualioAef IharaBy m ABSmsrtcetaacroaaallaaaal classes Tighter 

aprauda on CLM hetve benefUed the potfUon 

Euiope; Poalonedlo capture ahotl end EuropevrlntBrnt rale marIrelBell'OfI and 

curve flatlerano due to etronger eoonomlc dab end reduced tIaH In peripheral 
Eixope marheta 

Aele: Driven by FX galna In KRW and mciesaed depoaR ratea Irt balancea In the PBOC 

Nortr America: Prbnarlly dhvan by cfsdd and muni apteada llghianino 
MSR Loasof (SlO}mm due to corwexlly cflBt by duralkin. 


to 

to 
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Chief Investment Office Financial Supplement 



Oiartarl 

Quartar4 

QiartarS 

Charters 

Quarter 1 


toil Foncaxt 

ZOtOAcbuN 

2010Acbialt 

2010Aenalt 

SOIOAcbals 

Wavtfmt 

TdaiMTM 
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102 

235 

£207) 

339 

SecuityG^L) 

75 

ijor 

100 

957 


TUal Other Revenue* 

1481 

(1331 




Non interest Ravanue 

1S1 


322 

601 

995 

Tata! Nil 

542 

279 

742 

1.142 

1.465 

Total NatRavamie 

80] 

1^9 

904 

1,034 

3440 

Expan tat 

Comomaiion Expense <e( C) 

25 

20 

(11) 

53 

18 





23 


Total Non intarut Cxpanea (ax tC ax ft) 

M 

49 

14 

76 

43 

OvartHMd Hello ax IC 

595% 

3.0B% 

14m 

412% 

1 7T% 

CDLVBOLI 

40 

25 

55 

103 

66 

M8R 

113 

(109) 

57 

120 

se 

* Other Rekenua ndudaa Ft Hedouv Radudkin to Expenaas 






MTW Ravanga bv Reolwi 



■■■■■■■ 



NAI/TM 

35 

27 

26 

5 

37 

Europe 

30 

13 

12 

11 

X 

Asia 

» 

33 

76 

(10) 

» 

Ototal Credit On 

3 

91 

(121 

(19) 

120 

Global Oedi irtvetanentB 

20 

26 

61 

62 

73 

Giobel Uahaoemant 

29 . 

(1) 

2 

ro) 


TAAMTN 

1S7 

170 

169 

40 

206 

Aecounling Ralatad Adltfatiiwiiti; 






(-} MTM NIlTExp 

(35) 

(54) 

(92) 

(70) 

(89) 

MTM ex. MTM NWExp 

119 

129 

113 

(21) 

180 

FXMadQinB MTM 


(1) 

29 

(34) 

42 

Apancy Praterred 


10 

5 

(49) 

14 

BanKPretened 

19 

9 

115 

(104) 

102 

EUEA CCS Hedges 

(5) 

53 

(201 

26 


TCR 


(161 

2 

(25) 

(2) 

Other SAA MTM 



(91 



8AAMTM 

14 

50 

M 

(W31 

so 

Total MTM Revenue 

134 

193 

2M 

CW7) 

329 
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CIO Financial Income - January Actuals 




Actuate 

Januaiy 


m 

NA 

International 

ONQ 

Cash Capital Ad] 

Global Management 

Initiativaa 

Total TAA Nil 

Total 8AA Nil 

FX Hedging Nil -Capital 

FX Hedging Nil - Rev/Exp 

Total FX Hedging Nil 

1 

70 

(17) 

55 

13 

12 

2 

13 


isia 


TAA - Realized 

80 

(-)MTM Ntl/Exp • ReaHzed 

(22) 

TAA - Remaining 


TAA MTM 

58 

SAA MTM 


FX Hedging MTM 

6 


Ollur R«vmu» 


tntareompany SreKetage Fees 

(0) 

Cost to Market Adjustment 

(38) 

DRDTax Gross-Up 

1 

FX Hedging Other 

3 


ID 



FX Hedging Redudion to Expense 

(6) 

FASB ineffectjvenesa 

(18) 

Securities 0ains/(Lae8ee) 

18 



COLI/BOLI 

16 

MSR 

(10) 
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Corporate Recovery Portfolio Financial Supplement 



Quarter 1 

2011 Forecast 

Quarter 4 
2010 Actajtis 

Quarters 

2010 ^tu^s 

Quarter 2 

2010 Actuals 

Quarter 1 

ZOIC Actuals 

, , »,M' , „ 

1 , ■ ■ rl- ,...|| . 1 

Revenue 

Total MTM 


3C 

S3 

49 

23 


Seci/ily G/fL) 


16 

{0} 

34 

{O&l 


ToiBi Other Rwep.ije 







Ns€i InSfSSt Revenue 


42 

87 

82 

(63) 


Tc3t3lNlf 

24 

25 

32 

37 

40 


Total Nat Revenue 

24 

67 

119 

118 

(23) 

illillilllliHilllllllillllillliiillllIPPi 


MTM Revenue bv Portlolio 







AHS 


1 

1 

<C) 


0 

la Recovery Pottlolo 

6 

35 

36 

10 

(0) 

(10) 

VMiMu 

21 

S7 

12 • 

18 

(21) 

(18) 

WdMuFX 







TotoiMTM 

30 

93 

49 

28 

(30) 

(28) 


5 


batnt< proprietary and/or trade sexret information 


OCC-SPI-00000254 


2128 


CRP Financial Income - January 


ARS 

IB Recovery Portfolio 
WaMu 


MTM 

ARS 

IB Recoveiy Portfolio 
WaMu 


Other Rovenues 
Securities Gains/(Losses) 
Other Revenue 
Impairment 
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CIO Balance Sheet - Regional View 

as of January 31 st, 201 1 


I Balance Sheet ■ 

l{in $ Billions) 


Spot Balances (3rd Party) 


iTredlns Abbount&ecurHies 
Fed Funds Sold/Resates 
invefiliment Secuftties< ? 
Interbank Placings 
!Ca$h & Diie from BStikK' 
Whole Loans Mortgages 


North America 


I Balance Shoot - RWA Balances 

l(iii $ Billions) 


North America 


Dtscretiona 

Europe 


Fed Funds Sold/Resales 
;lnVaStfn0ht-,0eour1llS8-4) 
Interbank Piadngs 

Whole Loans Mortgages 
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SUMMARY OF ACTMTIES 

STAKEHOLDER MEETINGS 

(Meetings are held witti Internal Audit on a regular basis with Key st^ehoiders within CIO globally including Serrtor Management 
BCC's w/ Ina Drew), Operations (Phil Lewis. Alison Gmvannetti arid Dave /Nexander), Market Risk (Peter Weiland), and Ted^nology 
Joe Colemar>). 

»lorth America 

:;!0 continues to manage the investment porticdio in line with interest rate risk sensitivites transfer priced by Treasury and market 
jpportunrty 

fhe firm’s duration of equity is (5.4) years, and (2.5) years including crecSt spread duraGon. 

Dverall Control Envirorrreent 

Ml North America 2011 audits rated saGsfactory 

Ail CIO applicaUons rated 'Good' or 'ExceltenT under the Application Security Assessment process 
Al North America Sox finanoal testing on schedule at 100% as of December 31, 2011 
No errors vi^ material financial impact ir 2011 

Ong^ng technt^ogy initiative to increase capability and streamline operating environment on track (APPIA) 

Rrm wide increased focus on key operating/ reputatioruil risks & information security 


From a project perspective, the APPIA project (to migrate trades off of IB systems on to a suite of CIO owned systems) is makirig 
good progress. No significant issues were raised by AucSt in Q4. Some of the key accomplishments in Q4 induda: FAS 133 
pebt/Hedge Migration - Non USD Debt and Fair Value Swaps - November 2nd 2011: EMEA Treasury Risk Transfer Swap Migration - 
November 9*2011; EMEAASS/CLOPhasel Migration - November 15*2011; Asia Securities Migration Phase 2 (Hong Kong. Chins, 
Mumbai, Taiwan. Malaysia) - November 16*2011; Differential Discounting Impiemantation -■ December 3'*2011. Key in-flight projecte 
jndude: EMEA ABS/CLO Phase2 Migration - January 2012; Core/APPIAIntagrationfor TBA’s S Specified Pools - First Quarter 2012. 
Remaining Migrations include: Asia Securities Migration - Phase 3 ( Tokyo. Sydney. Manila, Seoul, Jakarta) • First Quarter 2012; 
l^orth America Toronto Branch Swaps and Securities Migration - First Quarter 2012; EMEA CTS Migration - First Quarter 2012; IRFE 
|o /Uhena FX CapAal Hedging Migration - Second Querter 2012 ( No CIO technical work involved); Asia Creiit books off of Pyramid - 
ITBD 2012; TRPL for ASIA- TBD 2012; MSR Migratiot) horn Kapitel • will most likely be pushed into 2013 given current prioritization 

f nd staffing levels. 

rom 3 production support perspective, the Business Process Index (BPI), which is used to measure the availability of the CIO 
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lAPPiA Mlgrattons - the ABS/CLO migration from CONCOROE/tSIS to PRIMUS/OP1CS it undervAy. An initial 2B trades were 
migrated in mid November and a parallel run over month end. Thera were issues relating to the bulk uploader of the trades into the 
hew system. These required manual intervenfibn.. Subsequently, a further 10 trades were migrated in early Dacemberto ensure that 
this Issues was addressed. Both sets of trades had a parallel tun over month end and year end with no issues. The plan is to migrate 
^e remaining population on 24th January 2012. The migration is being audited as part of the CIO Credit Targeted review currently 
underway. 

jpegutetory Reform: Volker rule: Business has completed comprehensive mapping of desk level risk management products and 
'strategies to firm wide structural risks and will focus on cortducting risk management activitias that are ciearty related to underlying firm 
Ude structural activities. 


ASIA 

key NB!As> Asia 
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Redacted by the Permanent 
Subcommittee oo Invesligatioiu 



Market Risk Limits and Total Return and Trading Metrics summaries are reviewed by audt In addition, weekly metrics for operations 
are monitored by audit Weekly metrics consist of , P & L variances, cancel and amended trades, market limits and transection volume. 
Ho significant issues noted In Q4. Operatlonai KPIs and P&L are primarily mor^tored through tha BCC process. 


Chief Investment Office highlights Q4 201t; 

; • TAA Returns of $457 MM: 

! • Credit: COX HY posltons were set up to take advantage of key bankruptcy credit related events Mliich resulted in windfall gains 
1 for credit book. 

• ABS and CLO markets were relatively quiet during the wider market volatility period and CIO continue to benefit from significant 
j amortizations end carry. 

: • Europe: Markets have remained volatile with overhan^ng concern around European debt issues and its political and economic 
j impact on the region. 

i e CIO profited from the widening of US asset swaps, but incurred losses in the structural management book from widening on long 
; positions end in the PX portfolio on managibg dwn-side risk. 

I e Asia: Gains driven by increase in Nil from long securities positions mainly in HK, Singapore, Indonesia, Korea, India, arid China. 

e FX gains from cross-currency appredation in Singapore and currency a^eciation in China 
I e North America: FX gair^ In long USO poeitlone ae EUR weakened ve USD. Fixed income CMBS spreads tightened on the quertsr 
I and Preferreds were marked higher as aqutty market ralljed. Gains from lortg equity positions as S&P was up 11.15^.4 for the 
I querter. 

I e MSR: Loss of $174 MM primarily attributed to duration, offset by MBS Basis. 


EMEA CIO participates in a weeMy MIS call with MO Audit attends as part of CA There is a review operational weekly KPi's and back 
pfilce metrics induding trade capture and volumes, P&L end Risk sign-off. F06O Reconciliations, nostro breaks and system. There 
w«re no signiflcant operational issues for Q4. 

ksia 

i • Asia CIO tabled MO and BO metrics in the quarterly BCC, which indudas trade volumes, cancel and amends, late trades, P&L 
i and Risk sign-off, FOBO Recondliations, nostro breaks, etc. Nosigr^cant items were noted by Audit during Q4 2011. 




ISSUE FOaOW-LP 
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Through CA activities, Audit tracks the entry of ail audit issues and retaied action plans into Phoenix, monitors the progress through 
complebon of action plans and subsequent dosure of issues in Phoemx. A monthly analysis of open action plans is prepared and 
follow up VMth action plan owners performed by audit before the end each month. 

North America 

No new issues or action plans have been added for this quarter. 

EMEA 

2 new business identified issues and action plans have been added forttNs quarter: 

: • Transfer pricing rates between CIO & Treasury for REPOs: Technology are workirtg on providng an automated solution to 
ensure that OPICs receives the correct transfer pricing rate on a datty basis. This solution wilt ensure that any re-rates on the 
I repos between Treasury and CIO are in sync so that there are no P&L impact at month end to analyse and adjust for. Action plan 
. is due for completion February 2012. 

' • 6LR8 Substantiation Review :There is inadequate documentation of CIO EMEA substantiation procedures incL the methodology 
^ used to substantiate each type of GL a/c. Thus, GLRS Substantiation methods used by CIO EMEA personnel to be reviewed and 
documented and confirm a^^ropnateness and cortsistency. it. Compare substantiation practices used by CIO EMEA to CIO NA 
and CIO ASIA and address inconsistencies, as determined appropriate. nI. Evaluate the ownership of the substantiation 
rasponslbiiltles and determine whether any changes should be made. A^on Plan due for completion on 31 may 2012. 

There was an audit identtfmd issue raiud as part of the Capital Hedging audit report (Report No: G-1 1/009). There 7 legal 
entities that were incorrectly included in the capital hedging program and receiving hedge accounting treatment by the CIO despite 
being correctly reported by the local LECs as having USD functional currencies, disquatifying them from the program.Whila the 
amounts being reported all related to PX exposure arising from USD functional currency entities with non-USD equity positions, their I 
removal from the capital hedging program may require reclassification of amounts historically booked to OCI dating back to May 2006, | 
potentially resulting in a net $27 million gain ($21 million loss for the CIO and a $48 million gain for the parent legal entitles ). 
Finelization of required reclassifications is pending confirmation of the go-fonvard accounting treatment of non-functional currency 
equity positions. The exceptions noted which date back several years are primarily attributatrie to existing controls not sufficienCly 
errsuring the appropriateness of ail LE in the program. The action plan is targeted for completion on 31 March 2012. 

Asia { 

All the issues and action plans raised from the Hong Kong CIO Middle Office and Finance Functions audit (Satisfactory -G-1 1/005) | 

were complete and Phoenix issues were closed accordingly before target dates | 


' BUSINE SS C HANGES 

Aiila 

I « Front office: Two new traders, Teong Hong and Yen Ping Ho joined HK and SO offices in Q4 2011. There were 2 front office 
; trader left the firm (HK and Jepen office). 


FbLLOW-'ure ■ 

EMR /MO AUDIT R^^CRT ISSUES 



North America - NA 
EMEA - N/A 
Asia - N/A 


PLAN ANO~ RISK ASSESSU^ CHANGES 
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piO Tokyo 

[This has been deleted from the plan because audit wortc is to be perfwmed in 2012 
blO Compensation Practices Hori 2 ontat 

jlhis has been deleted from the plan because audit work is performed by HR audit team 
fciO Credit 

jfhislias been deleted from toe plan because aucfit work is to be performed in 2012 for CIO, 
CIO CSA Horizontal 

TOis has been deleted from the plan because Hortzontal not pertormedin 2011. 
fciO ICAAP Horizontal 

phis has been deleted from the plan because CIO is out of scope for horizontal. 
hlO Market Risk Amendment Horizontal 

|rhis has been deleted from the p4an because Horizontal audit itot performed in 201 1 . 

Msr 

jThis has been deleted from the plan because audit work is to be performed in 2012 for CIO, 
Resolution and Recovery 

jThis has been deleted from toe plan because audit wcrk is to be performed in 2012 for CIO. 
Soedal Investments Group 

jThis has been deleted from the plan because audit work is to be performed in 2012 for CIO 


OVERA LL COMMENTS 

SUMfcW^Y 
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Chief Investment Office 
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Chief Investment Office Financial Supplement [Management View]' 
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CIO Financial Income - December YTD Actuals [Management View] 
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Corporate Recovery Portfolio Financial Supplement 



<l.uarter 4 

2011 Actuals 

Quarters 

2011 AcUiels 

Operter 2 

2011 Actuals 

Quarter 1 

2011 Actuals 

Quarter 4 

2010 Actuals 

, ,,, 'll',,'', 

. ■,! ^lii, ■i.h 

Revenue 

Total WTM 

4 

(27) 

(33) 

85 

30 

' ;r: ' 7''' j; : " 

, ' 'iu: !' ' 

security G/d) 

1 

11 

(1) 

11 

16 

■ ' 





(21 

!3! 

tJon (ntarest Revenue 

4 

(19) 

(37) 

94 

42 

I ii'll '" ■ 

Total Nil 

19 

19 

21 

23 

25 

", ' ',.','1,; , 

Total Ket Revenue 

23 

0 

(16) 

117 

67 

lllllllllllllllllllillllllliiliiillillliilli 


MTM Revettue bv Portfolio 

ARS 

(0) 

0 . 



0 

IR Recovery Portfolio 

6 

(16) 

(17! 

62 

6 

WaWo 

(2) 

(It) 

(16) 

24 

21 

Total MTM 

4 

(27) 

(33) 

S5 

30 


5 


BANK PROPRIETARY AND/OR TRADE SECRET INFORMATION 


OCC-SW-00003251 


2150 


CRP Financial Income - December YTD Actuals 


$ in miltions 
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CIO Balance Sheet - Regional View 

as of December 31 st, 201 1 


Balance Sheet - Spot Balances (3rd Party) 
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Whole;Loans<Wortgages 
Other Assets 


' 7 a "'^ 

0.& 

6.3 


41,4 

52.7 


3.9 


82 3 

’70.7 

2.0 

. ' 6.6 


1Q 
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Rcdsctcil bytbcPcmiaiiciit 
Sabcoamitletoa iRvotigatieu 


LEVEL 1 
LE VEL 2 
QUARTER 


2012 CA QUARTERLY SUMMARY 
Global Chief Investment Office First Quarter CA summary 
1st Quarter _ 

CKtef InvBstmem Office AMT Haizopoulos, AiexarMterX 

._?!? AMT DIRECT McM anig , Wiliam K 

1 STATUS Approved 


SUMiMRY OF ACtlVitj|S 

CTAiSH6u>^M^NQS 


North America 

CIO continues to manage portfolio positions with significant consideration of Basel III Captai requirements, resolution and recovery : 
impacts, liquidity risk, as vi^I as, enhancing and buildirtg out portfolio analytics for the structural asset allocation process. 

Liquidity Risk Infrastructure: i 

Treasury - led initiative to build comprehensive firm-viiide liquidity risk infrastnidure 

CIO engaged in reviewing business requirement and data sourcing definitions and 2012 planning 

Differential Discounting: 

Implemented successfully in Q4 2012 for Equities in Pyramid and all Fixed Income Products. 

GIC Competitive Bidding Proeese; 

Firm - wide inr&ative to assess risk and related framework by product and region 

Submitted forma! assessment identtfying business lines within the Bank that engage in competitive bidding transactions 
Currently looMng at consistency of controls across the firm 

Regulatory 

Voicker Rule: 

CIO currently revimng draft of rule recently releasedfor comment period. 

Technology design to tag trades in eccordance with mapping documents com^ted. Final build-out pending final rule release. 
Continued emphasis on conducting risk management activities that are clearly related to undartying firm wide structural risks, 
Assessing MTM trading activity (« of trades, total notional) relative to underlying structural risk. 

EMEA 

Audit Continued to hold periodic meetings with key stakeholders in CIO. TheQ42011 6CC washeldin February 2012. CIO 
Contiriues to manage the investment portfolio in line vrth interest rate risk sensitivities transfer priced by Treasury and market 
opportunity, j 

For 2012, the business priorities are: 

• Managing portfolio positions with significant cortsideration of Basel IM C8i>tai, liquidity and resolution and recovery impacts. ’ 

Parficuler attention focused on the draft Market Risk NPR ; 

• Implementafion of new Finance hierarchy in-line mth business requirements i 

• 2012 SAA Ranvestment program < 

• Enhancing and bullcfng out portfolio analytes for structural a»et allocation process 

• Expanding local market presence in concert with firm wide Internetonat growth initiatives i 
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Redacted by fh.Penntwni 

Subcommittee oa liive»tlg.iioiu 



APPIA AB8/CLO Migration 


in January 2012, the CIO’s intemationai crecSt portfolio of Asset Backed Seoirites (ABS) and Collateralized Lean Obiigatons (CLO) 
were successfully migrated from IB owned applications (Concorde and ISIS) to the APPIA platform. Approximately 1 ,800 trades with 
$101. 9bn original notionat were migrated in total. In November and December 2011 an Ntiai migration of 38 ABS and CLO positions 
was performed to assess readiness for the full migration in January and ao Finance monitored the trades as part of BAD 
month-end and year-end processes. Audit performed a detailed review of the various aspects of this migration and issued a 
Sabsfactory audit report in March, vrith no reportable issues noted. 



Technology projects update: -- 

1. APPtA mignrtlan pn^i pertains to two sets of products: (a) Swaps and F&O and (p) Fbced Income Securities and Repo. 

• Swaps and F&O -All complete. 

« FI See end Repo Phase 1 and 2 -Wgratianshed been completed. 

a Ft Sec and Repo Phase 3 (Japan, Australia, New Zealand, Ptvlippnes, Korea and Indonesia) - Migration completed for 
Phase 3 in Mar 2012. Indonesia roll out will be determined depending on regulatory approval. 

2. OPICS migration profact OP1CS is selected to be the target platform for money market products (front office to back office). 
The migration approach was confirmed. Revised migrating fim^ine is fisted as below 

• Phase 1 - Sept 2012 for Bangkok. Manila. Seoul. China & Vietnam 

• Phase 2 - Mar 2013 for Japan and Singapore 

• Phase 3 -May 2013 for India, Jakarta, HK, Malaysia, NZ, Taipei and Sydney 

3. Aihana migration projaet Athena team currently working on the r^an for cash FX migration and target to communicate the 
onboarding schedule in late April. 

CIO Technology: 

From a project perspecbve, the APPIA project (to migrate trades off of IB systems on to a suite of CIO owned systems) is making 
good progress. No signiTicant issues were raised by Audit in Q1. Some of the key accomplishments in Q1 indude: EMEA ABS/CLO 
Phase2 Migration (1/24/2012); Core/APPIA Integration for TBA's & Specified Pools (3/2/2012); and /\sia Securities Migration Phase 
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“ RedBcted by the Permaneot 
Stibcommittccoa Investigations 


3 (3/16/2012). Key in-flight projecte include North America Toronto Branch Swaps and Securities Migration (plan for May) and 
CORE /APPiA Migration (Working on on-boarding remaining sacuritias in CORE onto APWA). From a production support 
perspective, the Business Process Index (BR), which is used to measure the availability of the CIO applications, remains stable at 
the 99% level. In February, EMEA Shrek was down less than an hour due to DB log issue. In March DB outages occurred after a 
long-running stored procedure filied the DB transection logs. Stored procedure has been optimized, weekend purge jobs 
restructured, and D6 re-indexing jobs now scheduled to run earfier for longer duratidn. From a risk and control perspective, CORE, 
Shrek, TEA, Primus and Poplar are in scope for SOX testing. CIO Technology is on target to meet the firm-wde targets of 35% by 
June 15fh. 


ligTRICS A^C MO»«TORING 


North America : 

Market Risk Limits and Total Return end Trading Metrics summaries are reviewed by audt in addition, weekly metrics for operations 
are monitored by audit. Weekly metrics consist of , P & L variances, carrcel and amended trades, market limits and transaction 
volume. No significant issues noted in Q1. Operation^ KPIs and P&L are pn'marily monitored through the BCC process. 

Chief Investment Office highlights Q1 2012; 

SAA Portfdio 

The book value of the Strategic Asset Allocation Portfolio decreased from $221B 4Q2011 to S159B for IQ 2012. 

Attributed to; 

Sales/Maturib'es of German/French/Canadian Government Securities 

Sales of A6S Credit Card Positions 

Transfer of CLO’s from EMEA to North America 

MTM Qveilav twrtfolio 

(Note this portfolio is 99% trading, 1% Meld for Investment) 

MTM Overlay Portfolio Market Value for IQ 2012 with a balance of S5S4M A 4Q 2011 with a balance of $1,233B. 

The main drive of the decrease in this portfolio quarter over quarter is: 

• Increase in Short US Treasury A Foreign Government debt positions of ($490M) 

- Seles of CMBS positioins of (S90M] 

• Increase in the OCI balance from ($7.4M) to (2.3M) is due to the sale of a Private RMBS position 
Corporate Retention Portfolio 

The book value of the CRP Portfolio decreased from $2-7B 4Q 2011 to S2.6B $10 2012 
I No significant variances to note. 

I Market Risk 

I 1201/2011 3/31/2012 

LeveM CI04-MSRVAR Umit 
MSR VAR Limit 
Level 2 MSR BPV Umit 
Internationa) Equity Vega (long only) 
only) 

International Equity Vega 

Rrmwide stress limit changes. The CIO MTM limit wasincjeased to S1bln and MTM positonsin SAA, FX capital Hedging and CRP 
are rraw included in this limit. 
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Redscifd i'. iiti rmanent 
Subcomtr !!'■ . a Irivestigatioiu 


The Aggregate limit was inaeased to $15bln and under tfes limit they indude the stress on the SAAAFS poitfoiio. A stress limit for 
open FX exposures in FX Capital hedging was also added at S800mm. 



EMEACtO pertidpates in a weeMy MIS call with MO AudH attends as part of CA. Thera is e review operational weeldy KPi's and back 
office metrics induding trade capture and volumes, PfiL and Risk sign-off, FO&O Recondliations, nostro breaks and system. There 
were no significant operational issues for Q1, 2012. 


Daily PSL is also monitored. Audit noted the as of March 31 MTM losses of over SSOOmm w«re experienced in the Credt Core (CDS) | 
book. Further foitow-up from audit established that the losses were due to the an increase in spreads on iTraxx. Audit will continue to' 
monrtor this portfolio. 

Asia 

• Asia CIO tabled MO and BO metrics in the quarterly BCC, which tndudes trade volumes, cancel and amends, late trades, P&L 
and Risk sign-off, FOBO Recondliations, nostro breaks, etc. No significant items were noted by Audit during Qt 2012. 


ISSUE FOULOW -UP 


Nortti America 

Throu^ CA activities, Audit tracks the entry of ail audt issues and related action plans into Phoenix, monitors the progress through 
compfetion of action plarrs and subsequent dosure of issues in Phoenix. A monthly analysis of open action plans is prepared and 
follow up wAh action pien owrers performed by audit before the er>d of each month. 

No new issues or action plans have been added for this quarter. 

EMEA 

There are 3 business identiHed issues and action plans have been added for this quarter and 1 action plan where the target date 
has been extended to June 2012 from December 2011. 

• GLRS Substantiation Review There is inadequate documentation of CIO EMEA substantiation procedures ind. the 
methodology used to substantiate each type of GL ale. Thus. GLRS Substantiation methods used by CIO EMEA p«rsot>nel to be 
reviewed and documented and confirm appropriateness and consislency. ii. Compare substantiation practices used by CIO 
EMEA to CIO NA and CIO ASIA and address Inconsistendes, as determined appropriate, ill. Evaluate the ownership of the 
substanBetion responsibilities and determine whether any changes should be made. Action Plan due for completion on 31 May 
2012 . 

• Model Documentation: Model documentation is required on SABR, Weslend and Primus CMT systems in accordance Model 
Risk Policy. EMEA CIO to facilitate the overall Model Risk Manegement process, ensuring updated model inventories and 
follow-up on required documentation, testing, end other teqwrements mandated by the CIO Model Risk Oversight Group. Action 
Plan due for complelion on 30 June 2012. 

• Reconciliation of bonds set up in CIOWEB: Bonds set up in CIOWEB have their Issuer SPN manually attached by whoever is 
setting up a bond end the incorrect SPN can be selected This causes downstream risk to celculete incorrectly misstating the 
p> 06 rtlon 6 and risk of CIO. CurrenUy one SPN needs to be set up and mapped for every different ABS tranche that CIOEMEA 
purchase. The reason for this was a system defiderKy in JPM IB that caused SPN to be used as a substitute for ISIN. H has 
new been agreed that CIOEMEA should now map ell ABS trarrcltes from one issuer to one Issuer SPN. This vmII have the 
foilowng benefits: 

i) Reduce the current number of Issuer SPNs from 941 to 263 

ii) Eliminate the need to request a new SPN with each tranche pHjrchased 
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jtl)Greater accuracy in ABS to SPN mapping iv)lhe volume ctf^Ns previously created also meant that details entered on to the 
SPN record were often Incomplete - the ration^isa6on of the ABS process should allow more accurate records to be 
maintained. Action Plan is due for completion on 31 May 2012. 

• Amortization on AFS Portfolio vs. Cash: Amortizations on the AFS pottfoiio are calculated at month end as part the regular 
control procedures around the AFS ^rtfolio. The cash rdating to these amortizations isn't necessarily received in the same 
month as when the amortization occurred. TTits generates a break between the amortizations calculated and the cash received 
which is subsequerttiy unsubstantiated. Detailed enaly^s on an ISIN basis is undertaken to identity those securtties where cash 
received straddles month and and resolutions for any breaks ere assisted by the cash payments team. The resolution was 
delayed as the ABS migration was ddayed last yeer and rasrdution was dependent on that. Post ABS securities being migrated 
onto OPICsin 01 '12, once the balances have stabSised, further analysis can be undertaken to dear the breaks. Expected 
resolution date - 2 months post migration. Action Plan csjrrently set for June 2012 comF^etion. 

e CIO CredH4llvket Risk and Valuation Practises issued March 2012 rated Needs improvement identitied the following issues: 

■ CIO VCO practices whera a number of risk & vtfuatiort models have not been reviewed by Model Review Group and 
included the absence of a formally applied price sourdng hierarchy, insufficient consideration of potentially applicable fair 
value adjustments (e.g. concentration reserves for significant credit indices positions} and the lack of formally 
documer^ed/consistently applied price testing thresholds. 

• Stress testing where There is no documented methodology to oulirne key testing components (e g computational method 
and shock factors used) or assess Kmrtations such as off-line risk measurement, missing risk factors and curves. 

• The SAA book (S140Bn Notional as at 12/31} does not currently feed the fimi wide market risk limits and thresholds 
framework and relevant SAA stress testing results are not measured against correspondng Nmrts. 

• EMEA CIO is currently using unapproved models in the calculation of risk (including VaR) and associated risk measurement 
methodolo^es have not been appropriately documented and/or catalogued. 

• The control process around the off-line VaR cdciriation needs to be enhanced to ensure completeness and accuracy of 
Cr6(£t trade data used in the offline calculation of VaR. 

Asia 

All the issues and action plans raised from 201 1 audit were complete and Phoenix issues were closed accordingly before target 
dates. 


BUSIfESS(>tANGeS 


North Amefica : Dave Alexander (CFO), left CIO for RFS and was replaced David Bjamason who has announced his resignation 
and will be transitioning out of this role in the 2nd quarter. 

EMEA - David Bjarnason (EMEA Accounting Policy ar>d Control) is leaving the Ann if) Q2, 2012. There is cunentiy no indication as to 
whether hell be replaced. 

Asia • N/A 


FO LLOW-UPS 

EMR Af^ AUDIT RB^ORT IS^ES 


i Through CA activities. Audit tracks the entry of all audit issues and rslated action plans into Phoenix, monitors the progress through 
i compfstion cf action plam and subsequent closure of issues in Phoenix. A month^ analysis of open action plans is prepared and 
i follow up with action plan owners performed by audit before the end of each month. 

I 

i No new Issues or action plans have been added for this quarter. 


! 


PUN AND RISKA&SesSUENT CHAtNQES 


I N<» Ap^icable. No plan or risk changes in 10 2012. 
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OVERALL (XIMMENTS 


SlAiUARY 


The fotlowing audits were completed during 10 2012: 

Nolh America; ASC 815 Hedge Accounting (Satisfactory) 

EMEA: i, ao APPIA Systems Migration (Satisfactory) 

il. CIO Credit- Market Risk & Valuation Practices (Needs improvement) 
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From: Kamath, Jairam 

To: <Crum!ish, Fred>;<Hohl, Jafnes> 

Sent: 4/19/2012 12:51:47 PM 

Subject: CIO and firm VaR excesslons - COB 4/17/12 


The Firm's 95% lOQVaR as of cob 04/17/2012 has increased by $6mmfrom the prior day's VaR to Sl34mm and 
continues to breach the $125mm Firm Va R limit for the second consecutive day. 

The increase in the Firm's VaR is primarily driven by CIO Synthetic Credit portfolio. Actually, VaR for this portfolio 
declined slightly from the prior day. The stand alone VaR for CIO is S75mm (vs. $95mm limit), 

CIO aggregate stress loss is over 23% of its $158 limit. /Mso, MtM cs bpv limit is in excession by 1074% a nd has been 
in excession for 71 days. 

Something to follow up in the next MRR or CIO meeting. 

iairam.kamath@occ.treas.gov 
Tel:212*899-1386 
BB; 202-368-9193 
Fax: 301-433-6238 

This message ts intended for designated recipients only, if you have received this message in error, please delete 
the original and all copies and notify the sender immediately. Federal law prohibits the disclosure or other use of 
this information. 
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Frwn: 

To: 

CC: 

Sent: 

Subject: 

Attachments: 


SabatN, Joseph 

RegutetoiA), Anna <lacuoci\>;RegiiatOf^, Fred X <Cmrrtish \> 

<Drew. !na>;<Hogan, John J.>:<Wllniol. Jrtw»;<Goldman, Irvin J>;<RadBi. Neila> 
4/10/2012 6:17:22 PM 

Background and Si^porting Data for CIO I^cussion of April 9, 2012 
image002.png 


Ama, Fred. 

Here is the sipporting data and some commentary as you requested focm oir cafl yesterday afternoon As sve 
indicated, you shoiid feel free to contact John Wiknot (212-834-5452). Irv GohAnan (212-834-2331) or Ina Drew 
(212-834-5000) if there are any questions. I would be happy to coordinate any fonow up as weH (212-848-0082). 

Joe 


The table below shows major (and total) long and short risk positions in indices - and totals for long and short nsk in 
tranches. 


Swtmnraf PmM 

terai 


LONG SHORT 


HMorkMlM 

:dxhyso8osy 

sidemU 

rtamai 

7.8S3.2D2JOOO -1 ,3S2.900,ODO 

120.050.772.331 -1 1 1 .1 1 1 ,450.331 

6.490202.000 

8939222.000 


COX HYSQ0O5Y Total 

127 .903 .974 J31 -1 1 2.474 ,350, 331 

1S.429.S24.000 

CDXIOSQ905Y 

D4emal 

rtamal 

16,852.504.439 -40911 .107.639 

1378 620 643166 -1 388 447 438 956 

-22.048*23.200 
-9 626866 600 

COX IQ SOS OSV Total 

1397883226504 -1 429.358 606 604 

-31.675.380.000 

COX 10 S09 07Y 

s4emal 

34,937.540005 -3,869.096,000 

31,068,444,005 

COX to SMBTYTUal 

1 194.876 714570 1 161 878 562 SBS 

32 998.1 52 OOS 

CDX10S0910Y 

sidemai 

itamal 

78.381 380A00 -3.421 .154.000 

1578072188019 -1 574 704 274 019 

74960,226,000 

3367914900 

CDXtOSOSlOYTotat 

1.6S8.4S3.S68019 -1 578.125.428.019 

78326.140900 

TR4XX MN SOS 05Y 

sitemai 

rtamal 

39.630.967500 -24,870.950.000 

1 650 432 937 345 -1 642696 637 345 

14.760,037,500 

7 736900 000 

iTRMIXMNSOSOSYTotat 

1.690.063.924.845 -1 ,667,567.587.345 

22.496.337 500 

TRM(XM4S0910Y 

»darnal 

26.612.4115W -10,796.366.848 

832,410.632j093 -833.151 ,047.C83 

17.816,0*5,000 

-740415000 

TRAXXMNSOSlOYTotal 

861 .023 043 941 843.947 .41 3 941 

17 075.630.000 

:TRAXXMNS16 0SY |e4arr«l 

Intamai 

te.0S3525P0O •8267,62$.CBO 

3IS.479.043.750 818.937693.750 

21 ,635,700,000 
•3 4S8.eSO.000 

!rRAXXMNS16 0SYTotal 

343.572568 750 -32S205 318 750 

18367 050 000 




Ml other IndexPosUortt 

3220.1105501)791 -3 271688 007.677 

-51 577 448 S9S 


10.491.687.380.138 -10.390245.275.22 

101.442104.906 

Total of Tranche Postions 1 

361 .998.489.1 48 -306.1 33.41 7.C80 

55.665.072.058 


The note below describes this aedit derivatives activity relative to the overall CIO activity. 

The Chief Investmert Office has ulilzed the “synthetic credit portfolio." which is a portfolio of credit derivatives, to 
construct a hedge against other risks on JPMC's balance sheet. This activity has been part of the CIO portfolio 
construction and risk management since 2007. The related credit derivative instTunerrts offer an efficient means to 
establish protection against adverse credit scenarios and “stress events’. 

This activity is among the key tools utilized by CIO to manage and hedge stress loss risks. The synthetic credit 
portfofio has benefited the Firm, especially in times of credit market dislocation, sudden spread widening and in the 
occurrence of defaults, ^ch is typically a catalyst for credit spread vsidening scenarios. 
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inQ3 and Q4'11, CIO began to reduce the net stress loss riskpnshle of the hedges, as more positive macroeconomic 
data in the US aryj an improving situation in Eirope post LTRO merited a reduction to the stress loss protection of the 
"synthetic credt portfolo." The book, as a dedicated hedge, continues to be short HY and to provide default 
protection. 
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CIO Risk Committee Minutes -March 28tb, 2012 


Atteaden 
Chair; Irv ColdiDan 
Co<hair: Ina Drew’ 
Irene Tsc 
AchlUes Macris 
Nonna Corio 
Richard Sabo 
Ncila Radin 


Pete Wciland 
Samantha Tocebio 
John Wilmol 
Phil Lewis 


I. Risk Oterview 


A. VAR: P. Weiland discussed the VAR trend for the flrsl quarter highlighting the large reduction in VAR at the end of 
January. The reduction was driven by the implemcnialion of a change to the VAR nwdel for the Credit book in London. It 
was noted that the model change was in line with the VAR methodology recently adopted in the IB and was approved by the 
model review group. 

Action Item: Explanation of relationship between VAR, stress VAR and Capital. The Quantitative mseardi group and the 
Firmwide Market risk ofBcer to discuss with the CIO business. 

B. Stress: The results of the Credit crisis stress scenario were reviewed and P Weifand commented that the positive benefit 
experienced from the Credit Tranche book reduced over the quarter and is now negative. This resulted in the overall stress 
loss increasii^ by S 1 .2bln. 

ActioD Item: Develop proposed thresholds, such as stress advisories, tm* the Retirement Plan. 

C. Risk Measures: The key risk positions globally were discussed. It was commented that a trend of exposures would be 
useful. 

Action Item: include a trend of the key risks along with the relevant limits. 


n. Risk Limits 

A. Risk Limits: The proposed limits framework was presented to the committee noting that a full overhaul of all limits is 
underway. Over the next few weeks the limits will be discussed with the individual regions and presented back to the group 
for approval. It was also noted that in addition to the existing limits thresholds will be added, such as CIO specific country 
risk thresholds. P. Weiland raised the issue regarding the existing Single name limits applied to the investment portfolio. It 
was noted that some issuers are in excess of the SAA single name limits. It was decided to seek approval to mainiain but not 
increase exposures for issuen currently in excess. 

Action Item: MRM to follow up with the regions to consolidate a pn^wsal for all single name iimits. 

B. Limit Exceucs/Cluose: The Q4 201 1 and Q2 2012 to date Limit excesses and changes were reviewed. It was noted that 
with the limit framework under review a number of the existing limits, such as the Credit spread BPV limits, are no iooger 
appropriate for the cunent portfolio and will be revised as pan of the review. 

nL Risk Policies 

A, Risk policy Review: P. Weiland noted that Donna Reino has been named new Head of Risk Policy firmwide. In 
conjunctiOQ with the new head of risk policy and Che Risk woridog Group, CIO will review all relevant Qrmwide policies. 
The list of policies in scope was attached in the materials. 

B. Model risk Procedures; The new CIO Model Procedure document was distributed to the group, noting the appointment 
of a CIO model risk officer as one of the major changes to the prior versiort. The policy was approved. 
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IV. NBU 

A. NBIA SlatDS Update: !. Goldman noted that two NBIAs are currently in progress relating to Whole Loans in Residential 
and Commercial Real estate. Both NBIAs are in inidal stages and require tuilhe: work. 

B. Updated NBTA Document: J. Wilmol discussed an update to the NBIA document to include a Competitive Bidding 
section. This was incompliance with the Firm wide change. TheNBfA change was cirewiated to the Committee for approval. 

V. Operational Risk 

A. Intemai Audit: The grotq) was updated on the status of the EME A Qedit Audit. An initial draft was published with final 
close out session to be completed over the next few days. Documentation was listed as one of the audit issues. The Scope of 
the review to be discussed with the Audit team. 

Action item: Follow iq) on initial Audit plan scope. 


VL Regulatory 

A. Voicker Rule: N. Radin noted that CIO should start to think about how to document conformance with the Policy in 
prepamiion for the final rule release, leveraging the format from the IB. 

Action Item: Legal to follow up on consistency with colleagues in other businesses. 

B. Derivative Activity: The outstanding issue regarding the FASI33 swaps and the novation to the LCH was discussed, 
noting the delay in resolving this issue exposes the business to counterparty risk in leims of ‘wrong way’ risk. 

Action Item: Include a review of counterparty exposure at the Risk Conunitiee meetings. 


VIL Governance 

A. Investment Committee: The group discussed establishing a CIO Investment Committee. It was commented that the 
group would not be responsible for the approval of transactions but would be responsible for vetting deals for 
appropriateness of investment mandate. The committee members would be a subset of the CIO management commincc. 

B. Repitationai Riik Committee: CIO to establish a Reputational Risk Committee. The possibility of leveraging a 
resource that currently chairs the IB and OEP committee was discussed. 

vm. Fiduciary and Compliance 

A. NDA: I. Goldman discussed the cureent process which involves the poiltblio manageis sending requests to Legal and the 
CIO CRO. The preference to receive a summary from the portfolio managers was discussed. 

DL Other Item* 

A. Other Risk Businesses: The CIO MRM team performs the risk fruiction for the Global Treasury and Mortgage banking 
PipelineAvarehouse businesses. Further discussion on whether this function should reside with the CIO Market Risk group. 
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From: Crumlish, Fred 

To: <McLaughlin, Doug>;<Frake, Ror^ 

Sent: 4/1 9/2012 5;53:5d PM 

Subject: FW: JPM CIO / IG9 "whate" trade 


Doug FYi. I thought I did copy you on this. 
Ron -Just if you're cixious. 

Prop or not prop, that is the question.... 


From: Crumlish, Fred 

Sent: Tuesday, April 17, 201 2 04:33 PM 

To: Brosnan, Mike; Belshaw, Sally; Pfinsgraff, Martin; Waterhouse, Sa)tt 

Cc: Wilhelm, Kurt; Banks, G^rge; Fursa, Thomas; Hohl, 3ames; Kamath, Jairam; Kirk, Mike; Monroe, Christopher; Swank, 

Todd; Wong, Bwyn 

Subject; JPM CIO / IG9 "whale" trade 

On Monday 4/16 OCC and FRB examiners met with Ina Drew and several members of CIO staff and risk management 
to discuss the JPM synthetic credit book in view of recent press reporting. This message provides a sunmary of oif 
discussion, followed by a more the detailed summary, tt focuses spedficalty on recent changes to the synthetic credit 
book. 

JPM's CIO has been using a synthetic credit (credit derivative) portfolio since 2007. It was ititialy set up to 
provide income to mitigate other significant credit losses that would surface under a broad credit stress 
scenario. Since it wasn't possible to tailor a specific hedge to the JPM balance sheet as a vshole, this portfolio 
was constructed. As the investment portfolio grew in 2007-2009, the synthetic credit portfolio was used to 
hedge stress and jump to default exposures in that portfolio as well. 

CIO's credit derivative position was managed to provide aroiiid $1 billion to $1 .5 biBion income in credit 
stress scenarios against firm wide lasses of S5 bilBon to $8 biiion 

In late 2011, in view of a change in perception in the state of the economy, CIO managers decided to reduce 
high-yieW (HY) credit protection; however, after the AMR barlouptcy and with Kodak expected to file for 
bankruptcy, the markets for CIO's HY indices waren’l fiquid enough to use them to unMnd CIO’s position 

The IG 9 index, which is mixh more liquid thai HY indices, includes five "fallen angels" that albwed it to be 
used to reduce a “good part" of CIO's HY position, so it was used to reduce the HY protection. 

The IG 9 market is not itliquid as it trades around $10 biKon daily and spread changes for this index are in line 
with peer indices. The IG 9 curve has steepened in a move of around 6.5 standard deviations, and there has 
been strong burying of deferred contracts, Implying that the buyers are certain that there will be no defaults in 
the next 9 months and nearly certain that there wil be defaults next year. In view of events, however, JPM is 
conducting a "post mortem" of the IG 9 situation and its impact and share results with OCC and when 
completed. 

The CIO began using credit derivatives arourKj 2007 as part of its mandate to manage structural balance sheet 
positions. CIO onfy uses credit derivatives on indices, not specific names. Initially CIO bought protection (shorted 
risk) on mortgages, using ABX, and high yield indices to mitigate some of the firm’s balance sheet credit exposure. At 
this time CIO investments were highly concentrated in Agency pass-through mortgage securities, and the structural 
credit risk was in the tines of business. 

Through the financial crisis deposit inflows combined with k3w^ loan demarxJ to leave the firm with significait ^cess 
funds. As part of its mandate to invest, when appropriate, in high credit quality, liquid investments, the CIO began 


BANK PROPRIETARY AND/OR TRADE SECRET 
INFORMATION 


OCC-SPI-00010490 



2168 


purchasing low credit risk, top of the capital stmctire securities to use the excess fur>ds. WNIe high quality, these 
investment secuities have more credit risk than the U.S. Agency pass-throughs that continued to be held, so that 
structural credit risk in the investment portfolio increased along with portfolio growth. 

Throughout this the CIO continued using index credit defaiit swaps (CDSs) to mitigate some of the structural credit 
risk in the investment portfolio and the lines of business other than the investment bank, which manages its own credit 
risk exposLTe. While there are Nquid markets for many credit derivative indices, the markets are not deep enough to 
filly hedge a miiti-triion dollar balance sheet. CIO’s credit derivative position was managed to provide around $1 
biilion to $1.5 billion income in credit stress scenarios against firmwide bsses of $5 bilion to $6 billion. 

CIO managers decided to reduce the high yield credit derivative protection aroind Thanksgiving last year. After the 
AMR bartfdiflDtcy filing on November 29, 2011, the firm profiled from its credit derivative positions as anticipated, but 
high yield index derivatives had bmited Iquidity as demand increased. CIO managers thought that it woildn’t be 
possible to reduce the Ngh yield credit derivative position by using the indices that created it; the best available hedge 
product was the IG 9 index, wNch has good liquidity as an investmeri grade index and a high yield component as five 
of the index companies are “fallen angels” i.e., companies that have fallen bebw investment grade since the index 
originated. This was the reason that JPMCB began seling IG 9 CDSs; going bng IG 9 credit risk {seling CDSs) 
woild neutralize some of the short high yield credit risk position (long CDSs). 

JPM provided the CIO notional CDS e>^sures as requested, ayongwith a simmary of the synthetic credit portfolio 
maturity profile and resiits of a 10% credit spread widening (CSW). The CIO CDS portfolio indudes exposure to 
JPMC's 16 along with thrd parties. The third-party cointerparties are all major barks or broker/dealers. The stress 
resiits show that the CDS portfolio net exposire cannot be judged by looking at notional exposires alone. An 
exampie given is the ITraxx Main 20Jun13 positior^ the notional exposire is $28 bilion tong risk suggesting a loss if 
credit spreads widen, but the 10% CSW shows a profit of $68 miflion because of eqiity tranche protection that is part 
of the position. 

The synthetic credit portfolio position now provides around $434 million income in the credit crisis stress scenario. 

Very generally, the portfolio risk profile is short high-yield risk against long investment grade risk and short short- 
duration {to yearend 2012) investment grade risk against long long-duration investment grade risk, i.e. a credit cuve 
flattener. The portfolio VaR was $59.2 million on April Sth The portfolio is reported in CiO positions and subject to ati 
of the JPMC market risk management systems. 

Through the indices used, the portfolio provides credit protection on 588 names. 121 of them are from the IG 9 index, 
which cirrenlfy gives an average $146 milion jimp to defaiA at market recovery gain per name. This position is stable 
until December 20, 2012 when $32 billion of short-dated protection rols off along with $4 biilion of protection on IG 9 
equity tranches, and the average jump to defaJt at market recovery becomes a loss of $572 million per name. Before 
that happens. CIO managers fee! they have time to adjust the portfolio to compensate without roiling the IG 9 market, 

In addition to irxhjsion in the firm-wide stress scenarios, CIO managers routinely rvr other stress scenarios to assess 
portfoBo performance in a variety of circumstances. The synthetic credit portfolio is seen to provide stress loss 
protection in an environrrtent of sigrificani credit deterioration with defaults or perception of imminent defaults. 

CiO managers have been surprised that the IG 9 market has been so wIBing to take on and sell so much protection, 
regardless of what JPMC did, The market is not illiquid as toe IG 9 trades arouid $10 billion daily. The spread 
changes for this irtlex are in line with peer indices. Mary marlwt parlicipanls have been strong buyers of defened 
contracts, implying that they had complete certainty there woiM be no defaults in the next 9 months and near certainty 
that next year there will be defaiits. The tG 9 curve has steepened in a move of several standard deviations. CIO 
managers said that toe curve steepening move was around ^5 standard deviations from toe mean. A review of the IG 
9 situation is being done, and it will be shared with the OCC and Fed when completed. 


Attendees: 

JPM: CIO attendees: Ina Drew Chief Investment Officer, John Wilmot CiO CFO, AchiBes Maoris CIO Managing 
Director EMEA (teteftoone), Javier Artajo CIO Managing Director EMEA (telephone), Irv Goldman Market Risk 
Management Managing Director, Pete Weiland Market Risk Management Managing Director, Keith Stephan Market 
Risk Management Executive Director EMEA (telephone), Greg Baer Managing Director Associate General Counsel, 
Joe Sabatirt Managing Director Head Si^servisory RelattonsNp 
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OCC attendees: Fred Crumlish, James Hohl. Mike Kirk 
Fed attendees; Ama lacucci, two others 


-ape 

*** If you tia%'e received this message in error, please delete the ori^nal and all copies, and notiij’ the sender immediately. Pedeial law 
prohibits the disclosive or other use of this irdormadoa *** 
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From: Brosnan, Mike 

To: <Ecctes, Jertrifer> 

Sent; 5/29/2012 1:03:19 PM 

Subject: FW. May 15 CIO 


From: Waterhouse, Scott 
Sent: Tuesday, May 15, 2012 4:22 PM 
To; Brosnan, Mike; Beishaw, Saliy 
Subject Fw; May 15 00 

Not sire if you wart these, but here’s a more complete stmmary. 


Sent from my BlackBerry Wireless Handheld 


From: Crumlish, Fred 

Sent Tuesday, May 15, 2012 04:16 PM 

To: Waterhouse, Scott 

Cc: Wong, Elwyn; Hohl, James; Kirk, Mike 

Subject May 15 OO 


OCC/FRB/FDIC met with JPM for a dally update on CIO. (Partial list of attendees at end of 
message). Highlights 

^ This update wasn^t supported by quantitative information requested yesterday. 

Bank continues to work on P&L explain and new risk reporting and other information 
described yesterday, and hope to be in a position to go over this with us later this week. 

OCC wants a risk dashboard and P&L as a basis for discussion 

^ Yesterday^s loss was ^smaller.^ Although daily losses are becoming smaller, 

the total 2Q loss is now around $3B. 

^ Company continues to bring new people into CIO. and also borrow risk and middle 

office personnel from other LOBs to help work through position issues. 

^ JPM ran CCAR on the position but it generated a 600MM profit d/t different HY 

and IG spread treatment in CCAR. Company Is working on a worse case forecast. 

^ Mike Cavanaugh provided an overview of his roll regarding identifying what went 

wrong and what needs to be improved. (Hogan mentioned that he asked all his CRO to go 
back and review their limits and make sure that they make sense. He wants line of business 
CROs to discuss with CEO and come back with any changes) 

Detailed notes 

Bank believes they can provide us with the daily data we wanted on P&L and risk tomorrow. 
OCC wants a ^dashboard^ with risk and P&L that can serve as a basis of discussion during 
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updates. OCC also requested dally P&L since the start of the year. Company is working on 
it and hopes to deliver P&L tomorrow with a risk update later in the week. (SW is providing 
JPM with the distribution channel for OCC). 

Cumulative loss for quarter is $3Bn. 

Daily P&L: Size of daily losses shanking last couple of days so hopefully ^blood In watery 
is improving. Flat early in day then Greeks couldn^t forni govt election announced, risk went 
wider as markets in Europe sold off. P&L -75MM; 40 directional , 32MM of correlation, 40MM 
of series 9. Some profit from decompression. 

Itl government bonds 1 5 wider to Germany. Sov CDS circa 1 5 wider. 

Not much liquidity today. Took off only 250MM of iTRAXX Main today. 

10% CSW changes: Cumulative daily reductions= 171MM reductions, offset by 90MM of 
drift. Net reduced 83MM. Current risk roughly 209MM for 10% CSW. As shock is held 
constant, the 10% shift of wider numbers results in a larger exposure. 

CS01 went from $51 MM to circa $28MM. 

No other risk updates. 

Bank is very cautious about potential unwinds and is open to reverse inquiries, although there 
have been a few from banks. Multiple HF inquiries were characterized as information fishing. 
JPM indicates that if provided a request with pricing and size, JPM will respond. 

Portfolio to theoretical relative value is getting closer to normalization; for the six factors 
excluding directionality. Bank will get back to us with risk numbers and will go thru limit 
structure and risk information at a near meeting (Thurs or Fri) 

Collateral: As of COB of 5/14 is now at 156MM vs 69MM cob. Friday, Itraxx 10 year, moved 
to $42MM from $10MM. MS largest dispute was $27MM Friday now $46MM. Only MS had 
escalation calls. Head of MS Fixed Income didn^t mention it today on a call with JPMorgan 
though. Generally collateral posted as Cash or Treasury bills. Bank will give specifics to 
counterparty and what is posted. If not cash or TBiils the bank will provide with haircuts. 

Nothing new on RWA/capital from yesterday. Company is working on. 

Stress: Nothing new to report since yesterday. Bank estimates will take a few days to get 
stress numbers for us. They had running CCAR shocks but this produces a gain of $600MM 
on portfolio. Compression trade offsets directional losses. (CCAR HY widens more than IG, 
generating a gain). JPM is working on a 2orst case scenario. 

Cost of exit today on capital and income. Still being worked on. 

Size of AFS portfolio: Mostly high quality paper. 

Dec 31 $331 B 
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Mar 31 340B 
May 9 very similar. 

JPM is working on updated security detail we provided, but indicated that CIO^s contribution 
to the liquidity butter is 20B 

Infrastructure and personnel; Nothing new to report. Quick update: Continue to work on 
data base for historical data; some assistance from CH MO on data staffing. BAU processes 
enhanced from borrowing staff from Asia to Europe. Market risk borrowing James Dwyer and 
Arnaldo to help with review. 2 modeling people assisting, 1 for models, one for VAR. 

Clearing: 

Clearing: Ice; Submit all that they can; most of index positions. Tranches and certain older 
indices don^t clear. Some cps haven^t on boarded onto Ice, so not 100% of eligible 
cleared (Citi and some Soc Gen), On net notional basis 72B of total was eligible, 63B 
inellgibie. Gross $116B eligible, and 78% has been cleared. Trades done this week have 
been submitted to ICE clearing process tonight, will find out on Friday, On Friday expecting 
this % to go over 80% 

Legal Entity booking: JPM walked through back office processes. (Separate paper handout). 
This included a description of risk transfer from branch 
described yesterday. This was done at request of FRB 

All margining processes are handled on a net legal entity basis centrally by a group in IB 
(both for ICE and bilateral). No disputes with ICE b/c post what you have to post. No 
reconciliation to what ICE asks for vs. what JPM expects to post. Don^t think they look at 
the data that way^bank will confirm that. 

Mike Cavanaugh provided an overview of his roll. He is working to identify breaks in oversight 
and controls. Work streams are being defined. History fact pattern is one stream; 
developing picture control environment (valuation, market risk, models, all controls); 
remediation effort, Can^t put time frame on conipletion, but would like to have something to 
have present to investors, and Board. 

Hogan directed all CROs are looking at all key metrics, and then will discuss with business 
CEO and decide if MR thinks they are effective. They will then be review by CRO (Hogan) 
and CEO. 

Bank: Matt Zames, John Hogan, Ashley Bacon, Chetan Bhargiri, Marie Nourie, 
Canvenaugh, Venkar, others from JPM London on the phone. OCC: Scott Waterhouse, Fred 
Cmmlish, James Hohl, Elwyn Wong, Mike Kirk 

FRBNY; Diane Dobbeck and others 

FDIC: 
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Jan<07-Z0l1 10:09 AM JPMorgan Chase 212-894-99S0 
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JPMorgan Chase & Co. 


Jinuay 7 , 201 i 


Scott RWatarfiouM 
EMminaHivcaweo 
OCC Nottorail Bsdi ExtiDlttn 
1160 Avenue ^the Americee. 
hImvYofIt, New York 10038 


Re; tnvMtmfntPortlbllo&caniJititton 


Deer Weteihouse: 

Weeppre^thetlmettntyouafKl'yotfeoOaiguea hive ipmreviBVrinBlht CIO inveitnwtPortf^ 
On the fwet page, you wffl 4nd our rMponee to the Matter R^uktng Attention (MftA) deMed In /our taHw’ 
dated, Deoein^ 4 2010, 

Pleaae let (tt know ir you would [M to diiaui* the otieohed in mote deteil, Weiookfbteterdtoyour 
feedback. 


3a./ 

inafLOmw 

ChteflrMitmentOfflov 


cic Jamie nmon, laDe Jaekton, Barry Zubrow, Steve Cutler, oous Braunstetn, Hooert smiven (PWC), 
KenrwtTt Bgwi (raiCX Joseph B o r ma e, John WSmot, Atm Hatzo^loe, Aden Ofbeit, Joe SabatM 
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JPMorgan Chase & Co. 

Management Rraponse to the Investment Portfolio £xamlnatioD 
Janaai77|2011 



RMponae: CIO will produoe a Smtagio Asset Alloosdon ('‘SAA'*} PoUqt dcnumeat that (ays out 
tbs praeess and control fivnewotk bi ptace around the oanag^ent of Ae hxwstmsat 
portfolio. Tfae policy wUi describe: 


■ Govemanoe structure for the SAA 

■ InvNtment review er^ ai^val process, ieoludfng DoB nanag^nent 

■ InvNtment objecttvee and parametera aj^ad to lire portfolio 



Response; CIO has commenced preparing minutes of foe weekly SAA inveanneni meetings 
dUoussing struclDrel riik and the relared managemcol of the iovestnwnt portfolio. Deration of 
equt^ targets (genemlly in the Rmn of a range) will be documented and appix^viafoly shared at 
relevant marregesMUit meetings^ including senior ALCO, for additional oonslderatlon. The 
duredon ofcquity target U established by the Chief In vestment Officer of the fom and diieussad 
end agreed to with the linn's Chief Em^ve Officer duriog periodic business reviews 
forourficut the year aod annually with foe Board of Directors. 



Response; In msoagement of foe SAA portfolio, CIO does not set esqplidt longterm asset 
aliocatioQ targets. CIO’s iavestment theels requires a more timely review since maitos have 
historicdly and we believe will comimK to be, volatile. Portfolio requiremeots are analyred 
within the context of the evolving balance sheet and income needs and foe fflaeroeconomie 
eovironioeot, and ^tpcopriale investments are identified based on satis&otion of those 
requirements end meitot opportunities svaileble. 

However, we understand foe OCC’s oonoero, and with regard to foe spedfio reque^ 

■ Overall portfolio objectives will be ajtlculared in foe SAA PoH^ document 
" "Exposure targets and 8a8etparemetere'''iriQ be addressed through an SAA riakfiamewoHc 
document The portfolio managers have standards that are agreed to with foe Risk team, and 
a docunrent dealing foose standards will be made avaUeble. 



Redacted by tbe Pemaoeni 
SebeoBasittee on Isvestigaiioos 
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Rnponse: CIO bu hitforiedly matoliinfd • *‘wBteh UiT which iachidei bclow<iin«tmm(* 
gnde sod Qcmyreted Kcuritln. nsFfanhaaa^estsbiUbedapnjcBucrfeoMrifigttictall 
iiq)!icab!e below-inveitment'-grade and osu^id ncuritia uc leportod hy the Firm*! Riik 
Report uid Finance Greup to nsun ftdl compliaace with OCC Bnlktin 2004-25. 
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From: 

To: 

Sent: 

Subject: 

Attachrrfents: 


Kamath, Jairam 
Cnunlish. Fred; Hohl, James 
5/7/2012 7:24:09 PM 
RE: CIO Synthetic Position 
CIO MtM Stress_42612.xbx 


Per the most recert FSf/MaRRS stress report as o1 4/26/12. CIO’s vwrstcase MtM stress scenario was the Oil Crisis 
{see attached excerpt). Stress losses of $1,716 exceeded the Strut of $16. Stress bss was driven primarily by the 
NA Strategic Asset ABocation (SAA) book ($724mm) and the EMEA synthetic credit tranche book ($^5mm). 

The Oil Crisis scenario assunes: 

Severe {+) shock in oil prices (100% rise in oil, vols increase 60%). 

Large (+) shocks in interest rates (2 yr down 30 bps, 10 yr down 53 bps, vols ip 140%) and inflation 
(details not available). 

Large (-) shocks in equities (down 30%. vo! up 10 pts) and EMFX (5%-23% depreciation). 

Small (- or +) shocks in all otfier asset classes. 

iairam.kamaaT@occ.treas.aov 
Tel: 212-899-1386 
BB; 202-368-9193 
Fax: 301-433-6238 

This message is intended for designated recipients orBy. If you have received this message in error, please delete the 
original and all copies and notify the sender immediately. Federal law prohibits the disclosira or other use of this 
information. 


From: Crumlish, Fred 
Sent: Monday, May 07, 2012 8:33 AM 
To: Kamath, Jairam; Hohl, James 
Subject: RE: QO Synthetic Position 

Regarding the CIO. we will need a breakdown of the drivers of significant stress loss nmrbers . (eg, not just the 
scenario name, but the specific factor driving the change.) 


-ape 


*** 11' you levs received tins iuerror. please delete lie origiiul and all copies, aud iiotih' lie sender iiutediately. Federal law 

prohibits t he di sclosure or other use of this iirfornBUou *** 

From: Kamath, Jairam 
Sent: Monday, May 07, 2012 6:38 AM 
To: Crumlish, Fred; Hohl, James 
Subject Re; CIO Synthetic Position 

That is indeed a whopper. I don’t think we get the daily or the weeMy PnL reports for CIO. 

Chris is working on the weekly summary for last week He should be sending it out today. Geralyrm prepared the 
summary for the week before that. She was in Excel training last week. 


From: Crumlish, Fred 
Sent: Sunday, May 06, 2012 05:03 PM 
To: Hohl, James; Kamath, Jairam 
Subject; Re: CIO Synthetic Position 

Just got back from chile and saw this. Also didn't see any emails or weekly sunmary comments since I went on leave.. 


-ape 
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occ 

202-439-3938 

This message is intended for designated recipients orty. If you have received this message in error, please delete the 
original and ail copies, and notify the sender immediately. Federal law prortbits the disclosure or other use of tNs 
information. 


From: Waterhouse, Scott 
Sent: Friday, May 04, 2012 12:03 PM 
To: Crumlish, Fred; Hohl, James 
Subject; DO Synthetic Position 


Dcxjg Braunstein and John Hogan called to provide an update on the CIO position. They mentioned that 
if we have been watching the position reports and P&Ls, we would have seen that they have been taking 
some significant MTM losses over the past few weeks. These losses are on positions established some 
time ago. Current losses are approximately $1.6 billion. Doug said that over time, the bank has taken 'a 
couple billion’ in gain as an offset to this position. 

But at this point, the remaining position is too large and the bank is trying to reduce risk. John said that 
the long position is sensitive to a 10% widening in the amount of $900MM. This is hedged with a short 
position in high yields that has a 10% sensitivity of $65CWM, giving a net risk to credit spread widening of 
$250MM. The bank is taking actions now to further reduce the exposure. 

Doug said that the CIO will also close out some bond positions to take approximately $1 B in gains to 
offset this loss. 

John said that Ashley Bacon, in his new role as global overseer of market risk, Is introducing new risk 
measures and limits for the CIO 

Tbe bank will publish its Q on Thursday, and Doug expects that they will make some comment in the 
document. 

Doug wants to have a meeting on Wednesday to discuss the history of the position, its performance, and 
‘glide path’ to further reduce the risk. He expects that the positicn will be down substantially by the time 
we get together. This meeting will be with the Fed. Fred —you and James should be prepar^ to 
attend. Let’s talk Monday about this. 

Scott 
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CIO VALUATION SUMMARY MEMO 


March 2012 Month-End Results 

April 13, 2012 
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■ North America Valuation Results 

■ EMEA Valuation Results 

■ Asia Valuation Results 
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CiO EMEA Valuation Results 


Credit Indiceff and Tranches 

Based on independent sourced prices and tolerances ag;^ed with the CiO Front office an adjustment of ${1 6.9)mm was required. For March 
month end the level of the Liquidity Reserve, which represents the illiquidity of off-the njn positions, was $(1 86.4)nim. 

The credit derivative market has been extremely voiable this month, initially all sectors of the market tightened on an improved economic 
climate and a more stable peripheral European picture. However, as Central banka moved away from asset purchase programs and doubts 
resurfaced about the Spanish economy markets weakened lad by the financial sector. We have also seen an out performance by the High 
Yield indices versus the Investment grade and of the current on-the*run series versus the off-lhe-runs. 

CIO's reserve policy is to include any series more than 4 removed from the current on the run series. Prior to March month end bo^ index 
and tranche positions of Series 9 of both the ITRAXX and CDX IG were both omitted from the calculation despite qualifying under this 
criteria as both' series were still considered to be liquid. At March month end it was concluded that a reduction in liquidity in the tranches of 
these series warranted inclusion in the liquidity reserve calculation. 

ABS I 

The majority our ABS positions (Market Vaiue|BHIfr''^*’^ priced at fair value and required no adjustment. However, an error In the 
weighted average life of our fixed rate covered bond positions resulted In an adjustment, affecting 14 ISIN’s. of $4,557,459 (Details In table 
below) I 



Redacted by tbe femMCBt 
SabcMHBitlee oa l■vc•l^atle« 


JPMokuan Chase &Go. 
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From: 

Bat^a, Geralynn 

To: 

<Hohl, J8mes> 

CC: 

<CruTis^ Fred> 

Sent: 

4/19/2012 7:39:14 PM 

Subject: 

RE: CIO portfolio 

Thanks! 



From: Hohl, James 

Sent: Thursday, Apfli 19, 2012 3:37 PM 
To: Batista, Geratynn 
Cc; Crumlish, Fred 
Subject: QO portfolio 

As part of its ongoing process to incorporate additional exposures into the FSI framework, the Af S 
portfolio has been added to the CIO Aggregate stress test. The CIO AFS portfolio consists of $335 million 
high-quaiity investment securities with MBS remaining the dominant type while CLOs, corporate bonds, and 
foreign government issues are significant also. The inclusionof the AFS portfolio results in a dramatic rise in 
stress losses (see chart 1 below) that is not comparable to prior periods. . To adjust for this change, the CIO 
Aggregate loss estimate is subtracted from the series and shown on the "Adjusted" chart (see chart 2 below). 100% 
of CIO Aggregate losses are assumed to come from the AFS portfolio for simplicity (note that prior week's CIO 
Aggregate loss contribution to Aggregate Bad Case losses was immaterial). 

The above comments reflect the portfolio at year end. We haven't gotten a CIO EMR since then; the ianuary 
Treasury one didn't include CIO. I'm following up with John Wilmot about the balance sheet and investment 
portfolio pagesthatwere inthe CIO EMR. 


This message is intended toe designated recipients only. If you have received this message in 
error, please delete the original and all copies and notify the sender iimedlately'. Federal 
law prohibits the disclosure or other use of this information. 
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From; 

Kaotalh, Jairam 

To: 

Crumlish, Fred; Krk, Mfte; \Afeterhouse, Scott 

CC: 

Hohi, James: Wong, Elwyn 

Sent: 

5/18/2012 2:38:02 PM 

Subject: 

Re; CIO Reports 


I picked up the CIO continuous audit report from the lA intranet yesterday. I'll forward it 
separately. 

Original Message 

From: Crumlish, Fred 

Sent: Friday, May IS, 2012 10:30 AM 

To: Kirk, Mike; Waterhouse, Scott 

Cc: Hohl, James; Wong, Elwyn; Kamath, Jairam 

Subject: CIO Reports 

Scott - I went into wisdm doc 720660 and BOLDED those items that most directly touch CIO. 
Sorry, wisdm desktop wont let me download. Sheet is called "reports received. xlsx" and while 
it is in the IB folder it covers everything. .Mso, CIO positions wind up in our liquidity 
reports as well, particularly those pertaining to stress test, cfp, etc. I haven't bolded 
those . 

We had been getting cio emrs but there has been a lag we had asked about. 

This spreadsheet doesn't include corporate wide items such as: 

Continuous Audit Surwnaries {quarterly) 

Audit reports 

The CS.A and audit info are probably more important. 

Risk Working Group packages 
DRPC presentations, as relevant. 

Also FASTDATA for investment is provided to the credit examiners. 

Of course, there will be a number of new adds. Most obviously the daily info from Hogan 
meeting 

I have cc'd Jairam as he has a lot of detailed knowledge on the reporting infrastructure and 
process for FSI, Var, and overall market risk Including market risk capital. 


From: Kirk, Mike 

Sent: Friday, May 18, 2012 8:48 AM 
To: Waterhouse, Scott; Crunllsh, Fred 
Cc: Hohl, James; Wong, Elwyn 
Subject: RE: Info needed today 

Scott, 

You may want to have Fred scrub this for what he knows about it. James Is not in today, and 
this is his LOB so he would know the details I am missing. Fred may too. 

Regards, 

Mike 


CIO MIS Frequency Arrival Date 

Firm Stress Results Weekly Mid week, week following 

MaRRS Stress Reports Weekly Mid week, week following 

CIO AF3 Securities List Quarterly 

CIO Info in Treasury Weekly Appendix Weekly 

CIO Monthly Valuation Deck Monthly 

Firmwide Risk Daily Market Risk Limits and VaR Reports Daily T+2 * 
Firmwide Model Risk Report Monthly 
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Level 1 EMR Monthly 3rd week of following month 
Leve 2 EUR Monthly 3rd week of following month 
Daily PSL Daily Estimate on T, revised on T+1 ** 

* Produced T+1, released T+2; we get when firm distribution occurs 
** Not sure what we were getting precrisis 


CIO Limits Frequency Unit Limit 
All of CIO 


Aggregat e VaR {MT M, 

CIO T 

CIO North America D T | 
CIO International D T ' 
Combined CIO s MSR (e) 


Cost, etc. ) 


Mark To Market VaR 

CIO D T 160,000 

CIO North America D T 22,000 

CIO International D T 160,000 


Stress Loss Advisories 
Max Stress Lo ss - Corpora te Scenario 
Aggregate D T \ 

MTM M T 1 


Non Statistical Limits 
EMEA 

Credit Spread BPV D T 
Credit Spread 10% CSW 



■MM " BriftT**** by PerntBeat 

SibcoBBinet os lavesUp^ov 


STOP LOSS ADVISORIES 
Aggregate 

One Day D T 100, 000 
Five Day D T 150,000 
Twenty Day D T 150,000 

MTM 

One Day D T 60, 000 
Five Day D T 60,000 
Twenty Day D T 60,000 


REGIONAL LIMITS 

STOP LOSS ADVISORIES NA 
Aggregate 
One Day D T 
Five Day D 
Twenty Day 



MTM 

One Day D T 
Five Day D T 
Twenty Day D T 


STOP LOSS ADVISORIES INTERNATIONAL 
Aggregate/MTM 
One Day D T j 
Five Day D T j 
Twenty Day D T | 


MTM 

One Day D T 70,000 
Five Day D T 70, 000 
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Twenty Day D T 70,000 


From: Waterhouse, Scott 

Sent: Friday, May IB, 2012 7:43 AM 

To: Crumlish, Fred; Hohl, James; Wong, Elwyn; Kirk, Mike 
Subject: Info needed today 


He need to prepare two table for the comptroller today. 

Table 1 - a list of all MIS we get and when we get it {emr, daily PSL) 
Table 2 - a list of all applicable limits 

We should get examples of each. I need this ASAP. 
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From: Kiric, Mike 

To: <Fursa, Triomas>;<Wong, E^yn>;<Ban!(S, George>:<Cnjnlish, Fred>;<HoN, James>;<Kama{h, 

Jairam>;<Monroe. Christopher>:<Tome$e. Dciug>;<Swank, Todd> 

3ent: 5/18/2012 12:M:27 PM 

Subject: RE; CiO Vakjalion Summary Memo - March 2012 Month End Resuls REVISED 


They were^^that^s the point that the bank missed^^.same reserving process sho Jd apply. 


From; Fursa, Thomas 

Sent: Friday, May 18, 2012 7:53 AM 

To: Kiric, Mike; Wong, Dwyn; Banks, George; Cnimlish, Fred; Hohl, James; Kamath, Jairam; Monroe, Ouistopher; Tomese, 
Doug; Swank, Todd 

Subject: Re: QO Valuation Summary Memo - March 2012 Month End Results REVISED 
The CDX were marked AFS too? I woJd imagine these are MTM inder FAS 157? 


From: Kirk, Mike 

Sent: Friday, May 18, 2012 07:28 AM 

To: Wong, Bwyn; Banks, George; Crumitsh, Fred; Fursa, Thomas; Hohl, James; Kamath, Jairam; Monroe, Christopher; 
Tomese, Doug; Swank, Todd 

Subject: RE: GO Valuation Summary Memo * March 2012 Month End Results REVISED 
They told us abotA this in the meeting in Mid April. 


When we questioned the lack of reserves the bark missed the point, arguing that it was an AFS book and that type of 
lethodology didn^t make sensed 


From: Wong, Elwyn 

Sent Thursday, May 17, 2012 8:45 PM 

To; Banks, George; Crumllsh, Fred; Fursa, Thomas; Hohl, James; Kamath, Jairam; Kirk, Mike; Monroe, Christof^er; Tomese, 
Doug; Swank, Todd 

Subject Re: GO Valuation Summary Memo - March 2012 Month End Results REVISED 

I read theurevised one. VVtatdoes that mean! wonder. With the stroke of a pen they added 186-31 equal 155 mil? 
And that's all they have for cds right? 


From: Banks, George 

Sent: Thursday, May 17, 2012 02:29 PM 

To: Crumllsh, Fred; Fursa, Thomas; Hohl, James; Kamath, Jairam; Kirk, Mike; Monroe, Christopher; Wong, Bwyn; Tomese, 
Doug; Swank, Todd 

Subject: GO Valuation Summary Memo • March 2012 Month EtkI Reajfts REVISED 


Just received a revised CIO March 2012 Valuation Summary (see attached and also uploaded into 
WISDM). Appears that they are revising 1 Q12 results? 

Changes from the previous version highlighted in yellow below: 

«March 2012 Valuation Summary_v2.pp1» «R-764165-March_2012_Valualion_Summary_v2.DRF» 

Credit indices and Tranches (page 5) 

Originai Text 
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Based on independent sourced prices and tolerances agreed with the CIO Front office an adjustment of 
${16.9}mm was required. For March month end the level of the Liquidity Reserve, which represents the 
illiquidity of off-the run positions, was $(31.1)nira 

fhe credit derivative market has been extremely volatile this month. Initially all sectors of the market 
tightened on an improved economic climate and a more stable peripheral European picture. However, as 
Central banks moved away from asset purchase programs and doubts resurfaced about the Spanish 
economy markets weakened led by the financial sector. High Yield indices have outperformed the 
Investment grade indices while current on>the-run series outperformed the off-the-runs. 

ClO^s reserve policy is to include any series more than 4 r^ioved from the current on the run series. 
Prior to March month end both index and tranche positions of Series 9 of both the fTRAXX and CDX IG 
were both omitted from the calculation despite qualifying under ^is criteria as both series were still 
considered to be liquid. At March month end it was concluded that a reduction in liquidity In the tranches 
of these series warranted inclusion In the liquidity reserve calculation 

Revised Text 

Based on independent sourced prices and tolerances agreed with the CIO Front office an adjustment of 
$(16.9)mm was required. For March month end the lev^ of the Liquidity Reserve, which represents the 
illiquidity of off-the run positions, was $(186.4)mm. 

The credit derivative market has been extremely volatile this month, initially all sectors of the market 
tightened on an improved economic climate and a more stable peripheral European picture. However, as 
Central banks moved away from asset purchase programs and doubts resurfaced about the Spanish 
economy markets weakened led by the financial sector. We have also seen an out performance by the 
High Yield indices versus the Investment grade and of the current on-the-run series versus the 
■rff-the-runs. 

CIO^s reserve policy is to include any series more than 4 removed from the current on the run series. 
Prior to March month end both index and tranche positions of Series 9 of both the ITRAXX and CDX IG 
were both omitted from the calculation despite qualifying under this criteria as both series were still 
considered to be liquid. At March month end it was concluded that a reduction in liquidity in the tranches 
of these series warranted inclusion in the liquidity reserve calculation 

George Banks, Jr. 

Office of the Comptroller of the Currency 
1166 Avenue of the Americas. 21st Floor 
New York. NY 10036 

t 212.899.1387 | f 301.324,4452 ! bb 202,256.1966 
george.banks@occ.treas.gov 

This message is intended for designated recipients only. If you have received ths nwssage in error, please de ete the original 
anc all copies and noiifv the sender immediaieiv- Fecerai law prohibits the disclosure or other use o1 this inforrna'ion. 
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From: 

To: 

Sent: 

Sublet: 

Attachments: 


Kirk, Mike 
<HoW, James> 
5/9/2012 7:20:08 PM 
RE: Document 1 
CIO Kirk Edfts.docx 


James, 

Here are my edits. I have no attachment to them whatsoever so feel free to accept or reject as you please. 
Regards, 

Mike 

«...» 


From: Hohl, James 

Sent: Wednesday, May 09, 2012 2:28 PM 
To; Kirk, Mike 
Subject Documentl 

Mike, Here's my first take. Stay off that leg. JCH 
« File: Docl.docx » 
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Regulators met with JPMC senior managers to discuss the CIO synthetic credit (index credit 
derivatives) portfolio. 

• JPMC’s 10-Q tomorrow will disclose synthetic credit losses and the possibility of more 
significant losses to come. Losses since 3/31 are about $ 1 .9B, which are not part of 1 Q 
results. 

• The synthetic credit portfolio is being wound down under the control of Risk 
Management, although this will be a lengthy process. 

• JPMC managers have taken actions to improve risk management (i.e. implemented new 
limit structure to include notional limites) and to prevent a recurrence, and reviews 
continue to assess die situation and enhance controls. 


JPMC CFO Doug Braunstcin called a meeting with OCC and Federal Reserve examiners to go 
over synthetic credit portfolio market losses that will be disclosed in the 1Q2012 10-Q tomorrow 
and are much larger 2Q to date than they were in IQ. The synthetic credit portfolio risk- 
weighted asset grew about S3 OB in 1 Q and another $20B in 2Q so far. 

The synthetic credit portfolio held by CIO has SI.9B MTM losses ns 2Q2012 to date. The CIO 
has monetized near S 1 B of gains from the AFS book that are booked thru the coroporation under 
securities gains. The notional position of the AFS and firm wide credit synthetic hedge grew 
significantly during IQ2012 in a failed attempt to reduce credit risk hedging by repositioning the 
portfolio. Tile net result is a large complex positson that didn’t act as modeled with unexpected 
correlations and increased volatility that will take time to run down. 

The traders wanted to reduce exposure to HY short position they bad but market liquidity and 
perceptions (due to AMR and Kodak BK.’s plus LTRO) were such that many participants had 
same view and sufficient liquidity was not available to reduce the short. So traders modeled 
other Indices based upon historical correlations and determined the best course of action was to 
buy IG indices. Ina Drew noted that the old HY synthetic hedge moved in line with the AFS 
portfolio prior to these changes being made. John Hogan noted that the firm underestimated the 
risks and that they would exit the strategy and never reenter it. 

The driving issue , according to Doug Braunstcin, is the size of the position. Because of the size, 
any dislocation is magnified, and the ability to exit is hampered. 

The CIO global credit \ 0 % credit spread widening (CSW) limit was breached on March 22, 
2012. At that time CIO Ina Drew suspended active tradmg in the instruments and began looking 
more closely at the drivers of the ongoing limit excqition. At first it was thought by the CIO 
traders that the excess was due to market dislocations that would mean revert; however, by the 
last week of April it was apparent — after further analysis by others within JPMC, that there were 
fundamental problems with tbe portfolio. Further ioCTeases to this portfolio, as seen in the 
reports, were not from new trades, but rather from tbe convexity of tbe positions, many of which 
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behave like near or at the money options. Farmer widening of spreads will exaggerate this 
problem; conversely, spread narrowing will assist them in derisking. 

At this time. Risk Management has control of the synthetic credit portfolio, which will be wound 
down. While the portfolio does have symmetrical risks, JPMC managers are actively reducing 
the exposure instead of sitting on it to see if the market will turn around. Ashley Bacon is 
leading the efforts to actively reduce the 10% CSW exposure by July 4th, Currently, managers 
are meeting twice daily seven days a week to update and control this process. Two other aspects 
to winding down the portfolio are managing the risks after significant short positions mature in 
late December and managing the remaining longer-tenn positions. Ultimate resolution of the 
portfolio will take a long time, and there is a possibility of billions more in losses. The glide 
path of derisking entails three prongs. First, the derisking of delta (10% CSW); second, deciding 
what to do with HY shorts expiring in Dec; third, more long dated issues related to illiquid risks 
that they can’t do much about. May be more liquidity reserves as a result. 

Risk management has assembled six risk categories for die synthetic portfolio and is stressing 
each of them. There is a risk that the portfolio could lose S2B from here, but these numbers are 
evolving as risk management better understands the positkin and as risks are unwound. 

Marks of the previous positions were within tolerances. Reserves were taken according to 
olicies in place in January. These reserves were for liquidity, and totaled S30MM. The bank 
has since added $150MM to those reserves. 

JPMC managers seem likely to “take a breather” in their market efforts after tomorrow’s 10-Q 
fling announces the situation to give the markets time to adjust to the news and any effects to 
settle down. 

A review of the situation is ongoing. To date identified issues include the following. There was 
poor construction and execution of the hedge reduction strategy, which added to the complexity 
and size of the position. There was over reliance on historical market relationships, which 
resulted in excessive price movements when implied correlations increased. There was 
miscalculation of market and valuation dynamics. There were insufficiently granular limits for 
the synthetic credit book, particularly a lack of notional limits. It took too long to fully 
understand the portfolio risks and escalate problems. Finally, the current market environment for 
these instruments has magnified mistakes. 

In addition to Risk Management’s active efforts to reduce the portfolio’s risk positions and 
ultimately wind it down as previously described, JPMC has begun taking actions to prevent a 
similar situation. More granular limits have been put into place. Tbc valuation, control, 
compliance, and reporting framework have been tightened, and is undergoing further review to 
strengthen firmwidc. An internal audit to assess risk management processes and finaDciai 
reporting for CIO mark-to-market books is underway. 

JPMC attendees 

Chief Financial Officer Doug Braunstein 
General Counsel Stephen Cutler 
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Chief Investment Officer Ina Drew 
Chief Risk Officer John Hogan 

EVP Corporate & Regulatory AffairsBarry Zubrow (tclq)hone) 

OCC attendees 

Scott Waterhouse, Fred Crumlish, James Hohl, Mike Kirk (telephone) 
Fed attendees 

Dianne Dobbeck, Anna , the other guy 
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Regulators met with JPMC senior managers to discuss die CIO synthetic credit (index credit 
derivatives) portfolio. 


• JPMC’s 10-Q tomorrow will disclose synthetic credit losses and the possibility of more 
significant losses to come. Losses since 3/31 are about $i.9B, which are not part of IQ 
results. 


• The synthetic credit portfolio is being wound down under the control of Risk 
Management, although this will be a lengthy process. 


• JPMC managers have taken actions to in^rove ris k management (i.e. implemented new 
limit structure to include notional limitesl and to prevent a recurrence, and reviews 
continue to assess the situation and enhance controls. 


JPMC CFO Doug Braunstcin called a meeting with OCC and Federal Reserve examiners to go 
over synthetic credit portfolio market losses that will be disclosed in the 1Q2012 lO-Q tomorrow 
and are much larger 2Q to date than they were in IQ. The synthetic credit portfolio risk- 
weighted asset grew about $30B in 1 Q and another $20B m 2Q so far. 

The synthetic credit portfolio held by CIO has $1.9B MTM losses in 2Q2012 to date. The CIO 
has monetized nea r SIB of gains from the AFS boo k t hat are booked th ru the coroporation under 
securities gain.-; The notional positio n of the AFS and firm wide credit synthetic hedge grew 
significantly during IQ2012 in a failed attempt to reduce credit risk hedging by repositioning the 
portfolio. The net result is a large complex position that didn't act as modeled with unexpected 
correlations and increased volatility that will take time to run down. 


The traders wanted to reduce exposure to HY short position they had but market [iouiditv and 
perceptions (due to AMR and Kodak BK’s plus LTROl were such that many participants had 
same view and sufficient liouiditv was not available to reduce the shoit. So traders modeled 
other indices based upon historical correlations and determined the best course of action was to 
buy IG indices. Ina Drew noted that the old HY synthetic hedge moved in line with the AFS 
portfolio prior to these changes being made. John Hoaan noted that the firm underestimated the 
exit the strategy and never reenter it. 


The driving issue , according to Doug Braunstcin. is the size of the position. Because of the size. 
any dislocation is magnified, and the ability to exit is hampered. 


The CIO global credit 10®/o credit spread widening (CSW) limit was breached on March 22, 
2012. At that time CIO Ina Drew suspended active trading in the instruments and began looking 
more closely at the drivers of the ongoing limit exception. At first it was thought bv the CIO 
traders that the excess was due to market dislocations that would mean revert; however, by the 
last week of April it was apparent — after further analysis bv others within JPMC. that there were 
fundamental problems with the portfolio. Further increases to this portfolio, as seen in the 
reports, were not from new trades, but rather from the convexity of the positions, many of which 
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behave like near or at the money options. Further widening of spreads will exaggerate this 
problem: conversely, spread narrowing wll assist them in derisking. 

At this time. Risk Management has control of the synthetic credit portfolio, which will be wound 
down. V^Tiile the portfolio does have symmetrical risks, JPMC managers are actively reducing 
the exposure instead of sitting on it to see if the market will turn around, Ashley Bacon is 
leading the efforts to actively reduce the 1 0% CSW exposure hy July 4ih, Cunently, managers 
are meeting twice daily seven days a week to update and control this process. Two other aspects 
to winding down the portfolio are managing the risks after significant short positions mature in 
late December and managing the remaining longer-tom positions. Ultimate resolution of the 
portfolio will take a long time, and there is a possibility of billions more in losses. The glide 
path of derisking entails three prongs. First, the derisking of delta (10% CSW): second, deciding 
what to do with HY shorts expiring in Dec: third, more long dated issues related to illiquid risks 
that they can’t do much about. May be more liquidity reserves as a result. 

Risk management has assembled slx risk categories for the synthetic portfolio and is stressing 
each of them. There is a risk that the portfolio could lose $2B from here, but these numbers are 
evolving as risk management better understands the position and as risks are unwound. 

Marks of the previous positions were within tolerances. Reserves were taken according to 
olicies in place in Januar,'. These reserves were for liquidity, and totaled S30MM. The bank 
has since added S15QMM to those reserves. 


JPMC managers seem likely to “take a breather” hi their market efforts after tomorrow’s 10-Q 
filing announces the situation to give the markets time to adjust to the news and any effects to 
settle down. 

A review of the situation is ongoing. To date identified issues include the following. There was 
poor construction and execution of the hedge reduction strategy, whic h added to the complexity 
and size of the position. There was over reliance on historical market relationships, which 
resulted in excessive price movements when implied correlations increased. There was 
miscalculation of market and valuation dynamics. There were insufficiently granular limits for 
the synthetic credit hook, particularly a lack of notional limits. It took too long to fully 
understand the portfolio risks and escalate problems. Finally, the current market environment for 
these instruments has magnified mistakes. 

In addition to Risk Management’s active efforts to reduce the portfolio’s risk positions and 
ultimately wind it down as previously described, JPMC has begun taking actions to prevent a 
similar situation. More granular limits have been put into place. The valuation, control, 
compliance, and reporting framework hasjs been tightened, and is undergoing further review to 
strengthen finnwidc. An internal audit to assess risk management processes and financial 
reporting for CIO mark-to-market books is underway. 

JPMC attendees 

Chief Financial Officer Doug Braunstein 
General Counsel Stephen Cutler 
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Chief Investment Officer Ina Drew 
Chief Risk Officer John Hogan 

EVP Corporate & Regulatory AffairsBarry Zubrow (telephone) 

OCC attendees 

Scott Waterhouse, Fred Crumlish, James Hohl, Mike Kirk (telephone) 
Fed attendees 

Dianne Dobbeck, Anna , the other guy 
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From: Welch, Robert 

To: <Cfumiish. Ffecl>:<Berg, JayiTHn> 

CC: <Sv/ank. Tocld>;<Atkins. Glenn> 

Sent: 2/972012 2:32:29 PM 

Subject: RE: Investment PonfoCo AQ Commenl for the CA 


Soiuids great. I'li edit and iisen tlx coiiDrenl into tic AQ sccdoa 

Ttotiik.'; to a!!. 

Original Message 

Frotis: Cniinlisli Fred 

Sent: Tiuusdiiy. Febnmn- (}?. 2()i2 9:1 i AM 

To: Welcli Robcii: Berg. Jayniiii 

Cc: Swiiiilv Todd: Aikiiis. Glenn 

Subject; RE: Im csincin Portfolio AQ ComiiKiil for tic CA 

Let's call invesfnieii! porlfolio ([iialilv sUoiig hi lie credit nis, 

CIO is tlw l)!isi!c.ss liiiii. JPM, tPMCB is tvlcit is booked in llic bank. CIO also lus some private equity and oilier nonbnitkeiigibic 

Ja> iiihi or Janes Holtl eatt clarify last years lamiier. biA I wotdda't worry about iiclndins it in tic RAS. Agree we can say it’s less iluui 


-ape 

If you hivc received this ncssitge in cnor. please delete lie origiinl and all copies, and iwtify tic sender iiioicdialely. Federal law 
proliibiis tie disclosure or oilcnisc ofliiis iiifonniuoa *** 


II " = Rtdacted by the Pemiflnent 

Origiiiiil Messiisc- SubcomniiUcc on Investigations 

From; Welch Robert 

Sent: Tiinrsday. Febnsm- 09, 2012 fi;29 AM 

To; Cnimlisli. Fred; Derg, .iaymin 

Cc: Swuiik. Todd: Atkins. Glenn 

Subject; RE; Imesiitvii Poiifulio .AQ Coniincti! for tic CA 

Ok. lerc are tie citwrterly eljtssi Hed security figures from FD siarii ng left to riglii w/ 4Q 10- 4Q 1 1 . 


Oiler .Assets ■ Sccnritics (‘D' or worse, or 'NR') 
Otic: .Assets - .Scciirilies ('D’j 


Say SUB of i!« ’’portfolio'' is b.eloiv 1C « 


Just a poiiH ofclarificiilionroruK. List year's comnciii referenced a S.1J2B CIO irorifolio and also rcrcrcnced tie JPMCB portfolio of $307B 
- (tew ,$.15-113), 1 don't know wliai lie dilTcrctKC is. 


Tlie beiow IG figure lust year was relative to tie CIO portfolio (bnO not tie JPMCB. (?) 


Gieiui. 1 can do lie cut and paste. Let iiv kinu . 

Tliiiiiks Jayiniu'Fred. 

- — Origiin! Message 

From; CnimlisU Fred 

Sent: Thursday. Febntiry 09. 20 1 2 7:50 AM 

To: Berg jayiniii 

Cc: Swank. Todd: Woleli. Robert 
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Subjeci: RE: Iiivesbiien Portfolio AQ Coiisjein for lit CA 
Tliaiiks Ja>nBa Caiiwe say credit qtiali^' is ''strong" 

Bob - If}'ouliave tbe latest fest data, ^ve can put in die percertage classified / criticized, 

- ape 

*** If you lave ^ecei^'ed tliis rnessa^ in error, please delete ibe ori^oal and all copies, and notifi- the sender innnediately. Federal law 
proliibils dc (lisclostue or Oder use of tills inforiialiou *** 


— Original Message 

From Berg, Jaytrnu 

Sent: Wednesday, February 08, 20 U 5:4.1 PM 
To: Cnunlisli, Fred 
Cc: Swaii;. Todd 

Subject: RE; Investment Portfolio AQ Commeiil-for de CA 
Here's a paragraph, let me blow ifj'ouhavc questions/coiniErts. 


Tlic credit quality of the inv estment portfolio is satisfactory. Tlic iiivcstnieit portfolio grew by 15% to $154 billion year over year. The 
portfolio is coirprised of 16 percent US govemnent and agency sectiritics. while the remainder Is pritiBrily innon-a^ncy MBS/CMBS and 
foreign debt securities. The representation of US Agency and Treasay securities has decreased from 45% in tie priorycar due to the CIO's 
focus oupiircliasiiig non-gov emuisnl/agetcy debt, Low iideresi rahsi and prepay inent risk liave led ilcmto opportiHUsUcally look to other 
asset classes for iiiv esUneiB purcliases during die year. Tlie portfolio perfonnatice during 201 1 was good and does not indicate aiy material 
credit issues in de im esunenr portfolio. At year end die investment portfolio has $5.5 billion in positive other conpreheiBive income. During 
2011. lie portfolio took .$76 uiillioiuiiodier tlianteiTporaiy iiipairinenl(OTn)wriK downs, wldchis fie equivalent to .02% of tie portfolio. 


From; CnmiisK Fred 

Sen: Wedicsday, Febnuty 08, 2012 1:14 PM 
To: Deig. Jayniin 
Cc: Swank, Todd 

Si4)ject; RE: to'estntit Portfolio AQ Conmienrforthe CA 

Well. Ijiistsearelied last year’s core, aid dere w as notbiiig there • so perlnps w e were edited out as a rouiidii^ error last year. I copied 
Todd in case 1 nissed it. 

Getting Uis to ms before you leav e London would be "ahead" of iin- leif^ncned expectations.... 

. ape . 

ifyouiiave received this n'essa^ inenor, please delete the original and all copies, and notify the sender iitarediaiely.Federanaw' 
prohibits the disclosure or ortier use of this iiifbnTfiiion. 

From; Berg, Jayirin 

Sent: Wed«sday, February 08, 2012 1:22 PM 
To; Ciumlish, Fred 

Stibject: Re: Iitvestmeca Portfolio AQ Comnenl for the CA 

Will try and work on it before I leave londouso probably tomght or tomorrow nijdii? 

Do you tMve last year's aq section by am cliaice rhui yxiu could send? 


Front Cniniislv Fred 

Seri: WediKsday. Fcbniaiy 08, 2012 01:19 PM 
To: Berg, Jaynan 
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Stdjjecl: RE; lineslireil Porlfolio AQ Coiwneiu for Lie CA 

You really doii'i waiiiflK aiisn er. I ain gouig to fell on tbe sivord so me know ^'fa^youthiiikyt)!! can do this by. 

- ape 

*** If you lTa\'c received Uiis ncssag: iu error, please delete lie odgitBl and all copies, and lie sender imincdiatcly. Federal law 
proliibits the disclosure or oCier «se of this informatioa *** 

From; Berg, Javirin 

Serf: Wednesday, Febnian'08, 2012 12:52 PM 
To: Cnimlish. Fred 
Cc: Holil. Jarnes 

Subject; Re: Inveshnenl Portfolio AQ Corrsnentfor the CA 
Wdicn do yon need this? 


FruiK Cruniisk Fred 

Sen: Wednesday, February 08, 2012 12:51 PM 
To: Berg. Jaytnin 
Cc: Holi, James 

Snbject: FW: IiFestinent Portfolio AQ Correneitfor Oe CA 


1 always forget about tliis. Wc JKCd a short bitirb. 


- ape 


*** If you have recehed tJiis messa^ in error, please delete the orij^ual and all copies, and notiR’ Hie sender iramsdiately. Federal law 
prohibits the disclositre or otiier use of tills informatioa ••• 


From; Wclck Robert 

Sen: Wedicsday, February' 08. 2012 10:4^ AM 
To: Cnuiilisk Fred 

Subject; Invcstraenl Portfolio AQ Comrneni for Ujs CA 

Hi Fred, was James or somcoueelse onyour team goiiig to be able to draft a short blurb on Inv. Port. qinllR for (he AQ section of the Core 
Assessnent tills year? 

Tlinuks, Bob 
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From: 

To; 

CC: 

Sent: 

Subject: 

Attachments; 


Wong, Elwyn 

VNtelerhouse, Scott; Kirk, Mike; Crumfish, Fred 
Hohi. James 
5/16/2012 8:24:13 PM 
CS01 

1-DIBlmage.bmp 


Hi Scott 

Given how little the Bank has provided us w'th concrete metrics, my cuirent understanding is the $50 mil Venkat 
mertioned going to $38 mil yesterday and $34 mi! today Is the 'irvbeta adjusted" nunber - the eqcivaient of tiie 
'$46. 1 3 rujnber then (tlis is from the PowerPoint they provided to you ) 

if true, it is very meaningfiJ. The Achilles heel (no pm Irtended) was their old analysis showed short HY (+8,51 CS01)) 
when mapped to IG can have a short eqiivatent of +42.55 CS01, malong them, when beta adjusted, not that long 
credit risk. As a matter of fact, they were almost “square” at -$4.31 

But then again it could be an overshoot the other way, if indeed HY reverts back to some of their old relation to IG - 
their problem is a huge basis problem. 


Elwyn 


From: Waterhouse, &ott 
Sent: Wednesday, May 16, 2012 4:09 PM 
To: Wong, Etwyn; Kirk, Mike; Crumlish, Fred 
Cc: Hohl, James 

Subject: RE: Raw minutes from S/16 QO cat! 


A coi 4 )}e of adds on the names. Question to all of you with knowtedge, when Venkat said that CS was down from $50 
to $34, how meaningful is that? I.e., how much smoothing (basis, tenor, etc.) goes into that number, if any? 


From: Wong, Elwyn 

Sent; Wednesday, May 16, 2012 2:59 PM 
To: Kirk, Mike; Waterhouse, Scott; Crumlish, Fred 
Cc: Hohi, James 

Subject: RE: Raw minutes from 5/16 DO call 


From: Kitk, Mike 

Sent: Wednesday, May 16, 2012 2:43 PM 
To: Waterhouse, Scott; Cnjmlish, Fred 
Cc: Hohi, James; Wong, Elwyn 
Subject: Raw minutes from 5/16 CIO call 


First half of meeting only. Not present for second meeting. 

James and Elwyn, if you can correct any errors that may have made it would be greatly appreciated. 
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Regards, 

Mike 


Dally CIO update 

Bank: Matt Zames, John Hogan, Ashley Bacon, Chetan Bhargiri, Marie Nourie, Greg 
Gunselman?, Diane Genova, Venkat (Venkatakrishnan) 

OCC: Scott Waterhouse, Fred Crumlish, James Hohl, Elwyn Wong, Mike Kirk 
FRBNY; Diane Dobbeck, Marie Davis, Mike ?, 

FDIC: Om Arya, John Granis 

FSA: Jim ? and other representatives unknown. 

P&L data: Still working on report with information that has been requested. Should be 
shortly. Can provide report with P&L numbers starting tomorrow. P&L and Risk combo with 
explain will come shortly. 

• Will deliver daily P&L from Jan 1 will be delivered by week end. 

■ P&L on T+1 with explains are possible. T is more challenging, b/c NY closes at 7PM. 
Trader estimates and verbal P&L can be given daily. 

Monday loss $328. 5MM, Tues loss of $76.4MM 

Today's P&L and Market color: 

P&L today ups $45MM. IG 9 out-performed against on the run (otr) and theoretical 
basket by about 1bp which explains all P&L. Reassuring b/c IG 9 has been 
underperforming. 

■ HY and IG did very little, tranche very insignificant. 

■ Credit indices closed wider by 2 in Europe and 1 ,5bps in US. 

■ AM bot $5B of 5 year (otr) Itraxx protection (the main index), 

PM bot some HY risk in US. 

CS01 is now from a peak of $50 mil to $34mil (so yesterday's note should read $38 
mil instead of $28 mil) 

CS01 measure started at $50MM with today’s trades down to $34MM. 

IG 9 1 0 year vs. theoretical basket is 7bps rich to basket (-7b to basket). 

Collateral: As of Tues, still at $152MM. Across all counterparties except Deutsche Bank 
(DB) have dropped significantly, but DB has some issues with new trades with ITraxx 17. If 
DB is wrong number comes down significantly. Morgan Stanley (MS) collateral differences 
is now only $7MM. 
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Valuations to Markit and marks are fairly tight swinging around $25MM. 

Spreads used for tranches the results are reasonable to IB Marks. 

■ Collateral is paid/Rec in cash (Euro/USD), all counter parties (cp's) have option to 
exchange Treasuries but mostly done in cash so far Table will be provided with CSA 
options for each CP. 

No new information on ICE collateral questions. 

Updates on follow ups; 

■ P&L items. Committed to report snapshot fbrT+1 tomorrow, including ESA. Plus oral 
statement of T p&L. 

■ P&L back to Jan 1 , due Friday of this week 

■ P&L Explain + risk metrics report will be end of week this week, at latest. Risk metrics 
bank uses to manage the book. Bank has this information in variety of forms and Matt 
and his team wants to clean up and give to FRBNY. Bank will give what they have 
today to manage the book to the regulators today. 

• Basel update will walk regulators to all components of market risk by end of this 
week. 

CCAR FRBNY has received projections of income. Matt and team are working on risk 
glide path. Matt wants to look at worst day all the way thru crisis, at numerous 
confidence intenrals, and the glide path will be based upon this. Matt will walk FRBNY 
thru this by Friday. 

Provide CCAR risk factors by Friday of this week. 

CIO AFS portfolio liquid asset buffer by asset class, 
o Chetan will send what he has now, can send complete list tomorrow. 

■ Loss to exit portfolio: Matt not comfortable with that number until knows what 
aggregate stress was to the worst day. Can't answer cost to get out today until sees 
stress numbers. 

■ Legal entity P&L explain: Whitefriars. Impacts upon capital on LE. Will give to us 
tomorrow. Will depend somewhat upon capital stress work in progress. 

■ Limit review: Will be tomorrow. 

Risk Reduction Glide path; 

Immediate objection is to remove directionality. Buying back risk for OTR IG index. 
Long way from achieving, making some progress on 1 0% CSW (about 40MM so far 
from $209mil yesterday(?). 

Think 1 0% CSW number is fairly accurate. Certain that they need to be selling some 
every day to reduce risks every day. As Delta is removed will need to get more exact, 
but a while off from that. 
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John Hogan committed to giving the regulators what the bank has today to us today, with 
appropriate caveats until mgt can scrub it. 

Bank has collected a list of all dealers and hedge funds that have come back to JPM with 
axes; some match JPMC's book some don't Levels are away from mid market. The original 
risk it is possible that the other side is out there; so more optimistic, but have not 
consummated a deal. 

Mike Kirk 

CapKal Markets Examiner 
Large Bank Supervision 
Phone: 212 899-1383 
Fax; 301 433-9209 


Tft/s message is intended for designated recipients only. If you have received this message in error, please delete 
the original and all copies and notify the sender immediateiy. Federal law prohibits the disclosure or other use of 
this information. 
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From: HoW, James 

To: Caimlish, Fred; Wong, Ehvyfx Wrk, M9ce; \Afe!erhouse, Scott 

Sent; 5/14/2012 7:46:05 PM 

Subject; RE: May 14 minutes 


Bank; Mike Cavanagh, John Hogan, Ashiey Bacon, Chetan Bhaigiri, Matt Zames, Diane Genova 
OCC: Scott Vifatertiouse Fred Crumlish, James hkihl, Elwyn Wong, Mike Kirk 
Fed and FDIC 

* Witiile JPMC has made and continites to rrake significant changes to CIO managers and is using firmwide resources to address 
issues in synthetic aedit portfolio, the MTM losses continue with a $330MM loss today. 

* New Chief in'.estment Officer Zames is reviewing at! CIO investments to assess future actions. Ashley Bacon is leading efforts 
to reduce risks from credit derivatives. 

* Mike Cavanaugh is leading a review of what happened to strengthen controls. 

* Bankers are addressing regulators questions and wiB provide ipdates daily at 2 p.m. 

P&L today -330MM; directional 70mm; compression high yield vs high grade -120; series 9 -$100 similar to Friday. Part of loss 
from weakening after Friday's London close to NY Close. 

All trades booked with JPMC Bank London Branch facing 3rd parties, then back-to-back with Whitefriars which is a sub of a hold 
CO of Reg-K subs to manage risk; ttre hold co in tirn owned by JPMC Bank. Has to do so because Bank couldnl hold HY 

OCC would like a document for each day for P&L and P&L explain dashboard and material position changes. 

New trades; Sold CDX OTR that reduced lOCSWrisk by $25MM, still working on this. Risk reduction glide path is unchanged 
today. Key focus is on risk directionalrly at the momeit. Once this gets in line wffl focus on trying to find other side of the trades. 
Some information that the client franchise can telp find the other side (end user). Market making businesses and market liquidity 
do not have enough capacity to get JPMC out of the trades. wiR need assistance from other side of the trades. Not sure what 
market levels will have to be for market driven appetite of the other sides of these trades to appear. 

Wide B/0 Friday, less today with little trading. Market is testing to see what JPMC will do. Esqaect B/0 to continue narrowing; 
however, markets remain likely to move against JPMC. 

Looking at AFS book now to identify if there are any securities they "don't Kke" and may sell. VMi! know more nexl week. 

Bank wiR provide an estimate of how AFS sales can cover the synthetic credit portfolio losses, Regulators wart to know the 
effect of changes of the AFS portfolio on the liquidity buffer. 

Think market should have reasons to unwind trades b/c JPMC losses are someone’s gains so are “hopeful' that can be ability to 
unwind with counterparts. 

Capital and RWA numbers will be provided in a few days once glide path of portfolio is determined. Bank is managing to B3. 
RWA on the portfolio is increasing at this lime. Using market risk rule on the derivallves (bank wilt confirm). Bank will provide 
projections of these numbers. 

FRENy wants to know how the RWA is estimated as they understand models are being worked on. Ashiey Bacon wHI follow up. 

In process of identifying the amount of risk the bank is willing to hold. Trying to be prudent on how much they spend to unwind, 
Being cautious until dust settles before deciding how much to urrwind because market is reacting to the news. 

IG9 and S9 market prices adjusting to news of JPM and reaction to what they or may not do. Tranche market not running away 
from them though. 

CoRateral disputes: Nothing dramatic today. As of COB Friday, $69MM outstaixling difference. Fiat to prior day. Some 
improvement wKh MS. At one time widest collateral disputes were $690MM, Morgan Stanley difference was once in excess of 
$120MM. The largest difference was around mid April. 

improvement was driven by Bank changed their view of the value of the collateral. At the time of original valuation, the bank 
thought the book was valued correctly, but have changed Iheir view and have agreed to counter party levels. 
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Part of valuation differences in USD products is due to tinrsng of NV and LDN dose. Current MarkIT valuations dosed recentty. 
Currently widened to $50MM due to difference in timirg between NY and Londoa 

Synthetic credit book is booked in bank branch in London; risk is migrated to JPM Whitefriars. Whitefriars is a bonk sub, under 
holding company sub created for all Reg K subs held undw JPMCB NA. 

P&L in bank is more likely to be flat, most P&L should be in WWefiriars but JPMC wiP confirm. 

High grade is booked in same place for risk rr^t purposes so book Is ^ in one place. 

Shrek is a deal booking tool. 

Tomorrow bank will walk us thru the operational aspects of the trade for legal booking etc. 

Operational aspects; 78% of ICE eligible trades are through ICE Clearings sent weekly: will send tomorrow and e>pect back 
over 80% when done this week, $73B are eligible, $63B are ineligible (don't clear tranches and some of older indices). 

Bank briefed FSA again today, description of timeline of everts. FSA had sitrslar qs that US regulators have. 

One resignation in London MO, getting some help from NY to assist both MO and technology. Very much engaged with IB for 
knowledge and systems solulions. 

CIO will have new CFO, very soon (Marie Nourie). Announcement will be later today. Ian Green (for expertise) is errfcedded with 
Ashley Bacon looking at CIO. Chetan Bhargtri named CRO for CIO reportkig to Hogan. 

Ashley Bacon will run risk in CIO day to day reporting to Zames, wiB nftake decisions on RWA on day to day, gathering group of 
individuals to figure out what went wrong and how to do it better. 

Bank win provide a CCAR analysis of the synthetic portfolio. 

Don't expect other issues in the rest of CIO. TNs is largest mark to maricet portfolio in CIO. CLO book is all \ery high grade, 
Follow ups; 

1. How much will it cost to get out today under reasonable assumptions (Bacon)? 

2. AFS inventory today and history; and strategies for offsetting strategies (Bhargiri)? 

3. How (2) affects liquidity buffer (Tony working for Chetan Bhargiri) 

4. P&L Explain (Bacon) and recaps on position (new trades on day). On T basis (based on trader estimate, and will provide info 
on slippage on T+1 

5. Where P&L is booked? 

6. B3 RWA for Synthetic Book and conidence of estimate (Norrey and Bhargiri) 

7. Market Rule for B1. 

8. Stress testing framework, how thiriking of risks. Set of defined situations on how look at book. Close to CCAR scenario, and 
other bad and plausible scenarios (Hogan). 

9. Operational Aspects of the portfolio (Phil), 
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From: 

To: 

Sent: 

Subject: 


Crumlish, Fred 
Waterhouse, Scott 
5/31/2012 9:45:06 PM 
Re: QA 


No. He spoke of aspects directly irt^iacting me but he may tell you more. Actually I had no 
surprises . . 

Said we could have been more aggressive on mra followup. I concurred, gave him my thought 
process . 

Said we could explore "outsize” gains more. (Amr gain) as it may have indicated something to 
raise suspicions. 

U.se comparable proce.s.s for comp risk.a (us and bank) in my case I told I said I .should have had 
mike or elwyn more involved. 

Wa.s plea.sed with var paper trail and confirm jairam got 
Praised wisdm use 

Said he couldn’t tell if we could have caught this. I said time will tell as we seek more. 

-ape 

occ 

202-439-3930 

This message is intended for designated recipients only. If you have received this message in 
error, please delete the original and all copies, and notify the sender immediately. Federal 
law prohibits the disclosure or other use of this information. 

Original Message 

From: Waterhouse, Scott 
Sent: Thursday, May 31, 2012 05:36 PM 
To: Crumlish, Fred 
Subject: QA 

Anything surprising from Hike? 


Sent from my BlackBerry Wireless Handheld 
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Mandate and Approach 


KEY MANDATE: Optimize and protect the Firm’s balance sheet from potential losses, 
and create and preserve economic value over the longer-term. 
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Tactical Positioning 


CiO positions tacticaliy to complement the core investment portfolio. 


One example is a synthetic (or derivative) CTedlt position established in 2008 to protect 
the Firm from the anticipated impact of a deteriorating credit environment. 


■ As credit spreads widened, CIO adjusted the position to capture value as credit 
markets stabilized. 


■ These positions reached a maximum 95% VaR of $130mm In early 2009, and have 
since been de-risked to a current VaR level of approximately $50mm, with some further 
risk reduction anticipated. 


■ Tactical credit strategies have contributed approximately $2.8bn in economic value 
from inception, with an average annualized RoE of 1 00%. 
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Earnings 


CIO’s expertise and product suite have been developed and expanded to 
produce absolute returns through all business cycles. 

Some volatility of earnings should be expected throughout cycles, 
particularly at extremes. 

Very low expense base of approximately $300mm, coupled with high 
returns, produces overhead ratios that range from 3% - 10%. 


■ft" 


Total Revenues (in millions) 
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Regulatory Reform 

■ CIO activities are not expected to be significantly impacted by Financial 
Regulatory Reform. 

■ CIO does not maintain “trading accounts” as defined by Voicker rule: 

□ Intent is not to buy and sell to benefit from short-term price 
movements. 

□ Activities are restricted to transactions that are clearly and 
transparently associated with the Firm's underlying structural risks, 
and all activities are documented as such. 


■ Private equity investing will be impacted: 

□ Existing investments were planned to roll-off prior to effective date of 
the rules in any case. 

□ New investments in Private Equity will most likely not be permitted in 
CIO. 

□ Retirement Plan investments in private equity and hedge funds are 
expected to be excluded from restrictions. 

■ Engaging in preliminary discussions with regulators, in coordination with 
Firm-wide regulatory reform working group. 
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Subcommittee on Investigations 


Chief Investment Office Financial Supplement [Atenagement View]* 
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CIO BsldnCB SflBCt ' Rcglondl View subcommittee on investigations 

as of December 31st, 2011 


Balance Sheet - Spot Balances (3rd Party) 

(in $ Billions) 


North America 


Trading Account Securities 
•Fed-Funcls’feold/Resales • 
Cash & Due from Banks 
iWl^ilfisl^^nsMortgages ' ' 
Other Assets 


Total 3rd Party Assets 


Eurc^ 


16.5 5.4 1.1 



Balance Sheet - Bl RWA Balances 

(in S Billions) 


Trading Account Securities 

Other >tesets 




Europe 


CRP Total 



Balance Sheet - Bill RWA Balances 

(in S Billions) 


North America 


Europe 


CRP Total 



10 
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CIO Balance Sheet/RWA 

Quarter 2 Forecast as of 5/V9/2012 
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201 2 CA QUARTERLY SUMMARY 
Global Chief Investment Office First Quarter CA summary 


1st Quarter 

LEVEL 1 

Ctuaf Investment Office 

AMT 

Hatzcooulos. AlexanderX 

LEVa.2 

ao 

MAT Oliver 

McManus. WSHsmK 

QUARTER 

1 

STATUS 

Aoprovad 


SUMt alARY OF ACTIVIT IES " 

STAKEHOUJER MEETINGS 


' North America 

CiO continues to manage portfolio positions vMh signlRcant oonsideraiion of Base) ill Caplal requirements, resoluRon and recovery 
impacts, liquidity risk, as well as, etihancing and building out portfolio Miatytics for the sfructural asset Bllocation process. 

Liquidity Risk Infraatrueture: 

i Treasury • led initiative to build comprehensive firm-wide Rqukfrty risk infrastructure 
I CiO engaged In reviewing busine^ requirement end dale sourcing dehrJtions and 2012 planmng 

; Differential OlsoeurrOng: 

Implemented successfully In Q42012 for Equities in Pyramid and el] Fixed Income Products. 

OIC Compotttive Bidding Proeeaar 

I Rrm - wide inifiative to assess risk er>d related framework by product and region 
Submitted foriaai assessment identifying business lines Mthln the Bank that engage in competitive bidding transactions 
Currently looldng at consistency of controls across the fimi 

Reautatorv 

’ Volskor Rule: 

CIO currently reviewing draft of rule recently released for comment period. 

Technology desgn to teg trades in accordance with mapping documents completed. Final build-out pending final rule release. 
Confinued emphasis on conducting risk rnenagement activities that are clearly related to underlying firm wide sfructural risks. 

. Assessing MTM trading activity (tf of trades, total notional) refativo to underlying structural risk. 
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Redacted by the 

Permanent Subcommittee on investigations 


I APPlA/^S/CLOMIgratfon 

• In January 2012, fte CIO's intemaUonai credit portfolio Asset Sacked Securities (ABS) and Colleterafized Loan ObJigaUons (CLO) 

I were successfully migrated from IB owned applications (Concorde and ISIS} to the APPIA platTNin. /^prcsdmataly 1.600 trades with 
’ $101 .6bn original notional virere migrated in total. In November and Oecamber 201 1 an irntial migrabon of 36 ABS and CLO positions 
i was performed to assess readinera for the full migration In January and CIO Rnance monitored the trades as part of BAU 
i month-erid and year-end processes. Audit pertormed a detailed revlewof the various aspects of this migration and issued a 
i Satisfactory audit report in March, v^h no reportable issues noted. 

! ASIA 

' Key NBlAa- Asia 


' Regulatory updates: 



i Technology pr^eots update;- 

i 1, APPIA migrstlan projeet pertains to (wo sets of products: (a) Swaps and F&O end (b) Fixed Income Securities and Repo. 

] • Swaps andF&O-AH complete. 

I « R Sec and Repo Phase 1 and 2- Migrations hadbeencompieted. 

j • FI Sec and Repio Phase 3 (Japan, Australia. New Zealattd, Philippines, Korea end Indonesia)- Migraton eompdeted for 

! Phase 3 in Mar 2012. Indonesia roll out will be determined depending on regulatory approval. 

; 3. OPfCS mlgnllen prejact OPiCS is selected to be the target i^atform for money market productB (front office to back oifica). 

The migration approach was confirmed. Revised migrating timeline is listed as below. 

' • Ph8sel-Sept2ai2fbr6angkok.Manlla.Seoui.ChinaSVtolnam 

I • Phase 2 - Mat 2013 tor Japan and Singapore 

• Phase 3 - May 2013 for India, Jakarta, HK. Malaysia, NZ. Taipei and Sydney. 

I 3. Athena migngonprejeei AthanataamcurrenttyworfcirtgontherepiBnforcashFXmigrBttonandtargettocDmmufttcatethe 
onboaixling schedula in lato April. 

I CIO Teidinolegy: 

' From a project perspective, the APPIA project (to migrate hades off ^ IB systems on to a suite of CIO owned systems) Is making 
good progress. No significant issues were raised by Audit in Q1. Some of the key accomplishments in 01 indude: EMEA ABS/CLO 
: Phase2 Mlgrefion (1/24/2012); Core/APPIA tntegratlan for TBA's & Spedfied Pools (3/2/2012); arrd Asia Securities Migration Phase 
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3 {3/16/2012}. Key in-flight projects include North America Toronto Branch Swaps and Securities Migration (plan for May) and 
CORE /APPiA Migration (Working on on-boarcfing remairung securiGes in CORE onto APPIA). From a production support 
perspective, the Business Process Index (BPi), which is used to measwe the availab'lity of the CIO applications, remains stable at 
the 99% level. In February, EMEA Shrek was down less than an hour due to DB log issue, h March DB outages occurred after a 
long-running stored procedure filled the DB hsnsaction togs. Stewed fwocedure has been optimized, weekend purge jobs 
restructured, and DB re-indexing jobs now schediried to run earlier for longer duration. From a risk and control perspective, CORE, 
Shrek, TEA, Primus and Poplar are in scope for SOX testing. CIO Technology Is on target to meet the firm-wide targets of 35% by 
June isth. 

---- 


North America : 

Market Risk Limits and Total Return and Trading Metrics summaries are reviewed by audit. In addition, weekly metrics for operations 
are monitored by audit. Weekly metrics consist of , P & L variances, cancel and amended trades, market limits and transaction 
volume. No significant issues noted in Q1. Operational KPts and P&Lare primarily monitored through the BCC process. 

Chief Investment Office highlights Q1 2012: 

vSAA Portfolio 


The book value of the Strategic Asset Mocafion Portfolio decreased from $2218 4Q2011 to $159B for IQ 2012, 

Attributed to: 

Sales/Maturities of German/French/Canadian Govwnment Securities 
Sales of ABS Credit Card Positions 
Transfer of CLO's from EMEA to North America 

i MTM Overlay Dortfoito 

I (Note this portfolio is 99% trading, 1 % Held for Investment) 

1 MTM Overlay Portfolio Market Value for 1Q 2012 with a balance of $554M &4Q 2011 with a balance of $1,233B. 

The main drive of the decrease in this portfolio quarter over quarter is: 

- Increase in Short US Treasury & Foreign Government debt positions of ($490M) 

- Sales of CMBS positions of ($90M) 

- Increase in the OCI balance from (S7.4M) to {2.3M) is due to the sale of a Private RMBS position 
Corporate Retention Portfolio 

The book value of the CRP Portfolio decreased from $2.78 4 0 2011 to$2.6B $10 2012 
No significant variances to note. 

Market Risk 

12/31/2011 

Level 1 CIO+MSR VAR Umll $145m 

MSRVARUmit $90m 

Level 2 MSR 6PV Limit $5m 

Internationa! Equity Vega (long only) Sll.Sm 

only) 

International Equity Vega $4.5m 

Pirmwide stress limit changes. The CIO MTM Smitwes increased to $1bln and MTM positions in SAA, FX capital Hedging and CRP 
are now included in this limit. 


3/31/2012 

$145m 

$55m 

$4m 

$11, 5m (temporary limit increase for long 
$4. 5m 
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The Aggfeg 0 te limit was increased to $15bin and undw this Hnij^iey|ndi^e the stress on Ihe SAA AFS portfolio . A stress limit for 
open FX exposures in FX Capital hedging was also added at|mi|||[||||| 


1 US Defined Pension and OPEB Plans 


Redacted by the 
I Permanent Subcommittee on Investigations I 



ISSU E FOLLO W -U P 


North America 

Through CA activities, Audit tracks the entry of alt audit issues and relaled action plans into Phoenix, monitots the progress through 
completion of action plans and subsequent closure of issues in Phoenix. A monthly analysis of open action plans is prepared and 
follow up v.»th action plan owners performed by audit before Ihe end of each month. 

I No new issues or action plans have been added for this quarter. 

; EMEA 

There are 3 business identified issues and action plans have been added for this quarter and 1 action plan where Ihe target date 
i has been extended to June 2012 from December 2011. I 

• GLRS Subsbintmtion Rovlow iThero is Inadequate documentation of CIO EMEA eubstentiation procedures inci, the 
methodology used to substantiate each type of GL a/c. Thus, GLRS Substantiation methods used by CIO EMEA personnel to be 

; reviewed and documented and cor^firm appropriateness and consistency, ii. Compare substantiation practices used by CIO 
j EMEA to CIO NA and CIO ASIA and address inconsistencies, as determined appiopriate. III. Evaluate the ownership of the 

j aubstaritititi'Cih' feSpOlielbitilies end detemiine vvtiether ar^y changes should be made. Action- Plan due for completion on 31-Mey 

! 2012 . 

• Mode! Documl}^tatior^: Model documentation is requred on SABR, Westend and Primus CMT systems In accordance Model 
; Risk Policy. EMEA CIO to facilitate the overall Model Risk Management process, ensuring updated model inventories and 

follow-up on required documentation, testing, and other requirements mandated by the CIO Model Risk Oversight Group, Action 
Plan due for completion on 30 June 2012. 

! • Reeonoiliation of bonds set up in CIOWEB: Bonds set up in CiOWEB have their Issuer SPN manually attached by whoever Is 
; setting up a bond and the Incorrect SPN can be selected. This causes downstream risk to calculate incorreeUy misstating the 
positions and risk of CIO. CurrervJy one SPN needs to bo set up and mapped for every different ABS tranche that CIOEMEA 
purchase. The reason for this v/as a system deficiency in JPM IB that caused SPN to be used as a substitute for ISIN. It has 
now been agreed that CiOEMEA should now map ail ABS tranches from one issuer to nne issuer SPN. This wlil have the 
following benetils; 

i) Reduce the current number of Issuer SPNs from 941 to 263 

ii) Eliminate the need to request a nev/ SPN with each tranche purchased 
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iii)Greater accuracy in ABS to SPN mapping iv)The volume of SPNs previously created also meant that details entered on to the 
SPN record were often incomplete - the rationaiisatjoR of the ABS SPN process should allow more accurate records to be 
maintained. Action Plan is due for completion on 31 May 2012. 

• Amortization on AFS Portfolio vs. Cash: Amorlizafions ontheAFS portfolio are caiculated at month end as part of the regular 
control procedures around the AFS portfolio. The cash relating to these amortizations isn't necessarily received in the same 
month as when the amortization occurred. This generates a break between the amortizabons calculated and the cash received 
which is subsequently unsubstantiated. Detailed analysis on an tSlN basis is undertaken to identity those securities where cash i 
received straddles month end and resolutions lor any breaks are assisted by the cash payments team. The resolution was 
delayed as the ABS migration was delayed last year and resolution was dependent on that. Post ABS securities being migrated 
onto OPiCs in Q1 '12, once the balances have stabilised, furth^ analysis can be undertaken to clear the breaks. Expected 
resolution date - 2 months post migration. Action Plan currently set for June ^12 completion. 

• CIO Credit-Market Risk and Valuation Practises issued March 2012 rated Needs Improvement identified the following issues: 

• CIO VCG practices where a number of risk & valuation models have not been reviewed by Model Review Group and 
included the absence of a formally applied price sourcing hierarchy, insufficient consideration of potentially applicable fair 
value adjustments (e.g. concentration reserves for significant werSt indices positions) and the lack of formally 
documei^ed/consistently applied price testing thresholds. 

• Stress testing where There is no documented methodcrtogy to ouBine key testing components (e.g. computational method 
and shock factors used) or assess imitations such as off-line risk measuremant, missing risk factors and curves, 

• The SAA book ($140Bn Notional as at 12/31) does not currently feed the firm wide market risk limits and thresholds 
framework and relevant SAA stress testing results are not measured against corresponding limits. 

• EMEA CiQ is currently using unapproved models in the calculation of risk (including VaR) and associated risk measurement 
methodologies have not been appropriately documented and/or catalc^ued. 

• The control process around the off-line VaR calculation needs to be enhar^cedto ensure completeness and accuracy of 
Credit trade data used in the offline c^culation of VaR. 


Asia 

All the issues and action plans raised from 2011 audit were complete and Phoertix issues were dosed accordingly before target 
dates. 


BUSINESS CHANGES 


i North America : Dave Alexander (CFO), left CIO for RFS and vvas replaced by David Bjarnason who has announced his resignation 
! and will be transitioning out of this role in the 2nd quarter. 

j EMEA - David Bjarnason (EMEA Accounting Policy and Control) is leaving the firm in Q2, 2012. There Is currentiy no indication as to 
I whether he'll be replaced. 

: Asia - N/A 


FOLLOW-UPS 

' EMR AUDIT PiEPOfftTsSUES 

"through CA activities. Audit tracks the entry of a» autft issues and rdated action ii^ans into Phoenix, monitors the progress through" 
completion of action plans end subsequent closure of issues in Phoenix. A monthly analysts of open action plans is prepared and 
follow up with action plan owners performed by au<St before the end of each month. 

I No new Issues or action plans have been added for this quarter. 


PLAN AND RISK ASSESSMENT CHANGES 


Not Applicable. No plan or risk changes in 102012. 
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OVERALL COMMENTS 

StHW/WY 

The following audits were completed during 1Q2012; 

North America: ASC 815 Hedge Acojunting (Satisfectory) 

EMEA: i- CiO APPiA Systems Migration (SaBsfactory) 

!l. CIO Credit' Marttet Risk & Valuation Prarfcea (Needs Improvement) 
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From: 

To: 

Sent: 

Subject: 

Attachments: 


Berg, Jaymin 

<Crumlish, Fred>;<Fursa, ThcKTias>;<Kamath, Jalram>;<Kirk, Mfl<e>:<Monroe, Christopher>;<Wong, 
Elwyn>;<Hohi, James>;<Tomese, Doug>;<McLaughiBi, Doug> 


3/6/2012 9;3e;30 PM 
Market Risk Minutes 
OCCDMRM-688691.DOCX,DRF 


Redacted by the Permanent 
SnbcommHtet on Investigationi 


Key Takeaways: 

Euro Crisis stress scenario was changed. This caused almost a $2B increase in loss due to the changes in 
scenario composition {due to nature of shocks chosen). 

Aggregate Stress will be changed in the March DRPG meeting. Due to the inclusion of many more 
portfolios, utilization wii! increase dramatically. The current $8B of A^egate Stress will likely increase to 
approximately $20B. Limits wit! be adjusted accordingly. 

Minutes: 


Methodology 

No changes to VaR methodology 

Euro Crisis methodology changed for stress scenario. The methodology change increased Euro Crisis by 
$1.886B. See IB Stress - Proposed Changes to Euro Crisis v2. 

Lauren McCaffrey and Ian Greene are the contacts If we want to discuss of shock selection for stress 
grids. OCC did exam recently. 

The aggregate stress will soon include more books: 

0 SAA portfolio, the investment portfolio forthe bank (from CIO), will add S10-$12B of utilization. As these 

are mostly AFS, they are part of aggregate stress and not mark to market stress. SAA is usually OCi (Other 
Comprehensive Income). 

o P£ book will add of utilization (includes OEP Partners and 1 or 2 others). 

0 A small book from the Commercial Bank, 

o Small Asset Management book (AM Co-invest). 

o FX Capital hedging book (approximately^HH The mark to market piece of FX was always included 

but now accrual positions will also be included. Acaual part is not in trading VaR. 

o More books couid be added In the future such as Global treasury book (which is calculated but not 

included). 

Limit Changes 

No changes at IB Level for stress or VaR limits. 
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RFS limits were decreased due to model changesthatdramatjcally reduced VaR (from $90mm to 

$55mm). 

CIO limits are in process of being decreased due to model changes. 

Limits will be reviewed (and approved) in March at the DRPC meeting. 

Firmwide VaR limit wiii likely not change. 

Utilization 

Firmwide VaR averaged $109mm in FebruarYversusSl26mm in ianuan/. The decrease is due to C!0 
credit tranche methodology changes, which were implemented on January 27*^. 

There were no Firm VaR or Stress breaches in Feb. 

Average Firmwide MTM stress in February was $3.5B {vs. a $5.8B limit). 

Average Firmwide Aggregate stress in February was $8.4B (vs. a $9.75B limit). 

No loss days for the Firm or IB using non-certified P&Lin Feb. 


Projects 


Risk and Finance are working on One Hierarchy Project. They are working to reconcile views (align the 
hierarchies) between Risk and Finance. Voicker rule requires more detailed risk and return metrics, which is only 
currently possible at higher levels right now. Aligning Risk and Finance will allow for back-testing at the lower 
levels. As P&Lis currently from Finance and Risk is from VaR, they are not aligned. Alignment must be done in a 
systematic way. 

Other 

MRR reports unmapped portfolios to businesses weekly and monthly. 

Unmapped portfolios have different root causes, such as test data being inadvertently sent or a 
non-MTM portfolio feeding into MaRRs. Feeds come from risk systems or risk aggregators and feed into MaRRS. 

As mapping used to be in MO (middle office) and Risk MO has merged into Product Control, the 
responsibility has diminished. JPMCacknowiedgedthatthe procedure is too manual and they are trying to build a 
front end tool to address some of these weaknesses. 

This "Portfolio Mapping Tool" will create a audit trail and allow a workflow for execution of changes - 
allowing communication between PC and Risk. The too! might begin to rollout in 2 to 3 months (it will be a phased 
approach. 

JPMC said that minor changes were done to the Market Risk Policy on Limit Changes. Although the date 
on the Market Risk Limits document is May 18, 2011, JPMC said there were changes made to the document that 
altered the meeting to align with what is done in practice. However, the policy date was not updated. Examiners 
asked JPMC to review document and check that it aligns with current practice. This will be discussed at the next 
MRR meeting. 

JPMC reviewed document that reviewed data capture and quality. The diagram was a system flow 
diagram which showed Risk Management Systems to MaRRs reconciliation as well as Risk Management Systems to • 
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GL Reconciliation. 
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Comptroller of the Currency 
Administrator of National Banks 


Memo 


To: File 

From; Jaymin Berg 
Date; 3/1/2012 

jPMC: Lavine Surtani, Matthew Lynch, Thomas Lochtefeld 
OCC: Jaymin Berg 

Fed: Jonathan Godinger, Glenn Roder, Irene Sanchez, Anna iacucci, 
FDIC; Om Arya 

Subject: Market Risk Reporting 


Agenda: 

Stress and VaR - Firmwide and IB, including breaches to Stress and VaR 
Changes/Proposed Changes to: 

• Limits 

• Organization/Hlerarchy 

• Definitions of stress scenarios. 

Discussion of changes to aggregate stress: 

• Newly Included items 

• Items in discussion 

« Items that are not Included 

Loss days for the month 

• Discussion of Unmapped portfolios 

0 A large number of new books feeding downstream systems without any supporting docs, 
risk hierarchy instructions or LOB identifiers and hence sit In suspense and do not feed risk 
reports. (Continuous audit-* 4011). 
o What is the current status? 

• Confirm that Market Risk Limits Firm-wide Risk Policy has not been updated shce 5/18/2011. 

• Has there been any progress or documentation on the goal to have fewer front office systems (and 
hence, fewerfeeds into MaRRS)? 
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Redacted by the PcrmaiMiit 

Sabcoramittcc oa Investigatioae 


• Discussion on Data Quality 

o How is the quality of the data received by MRR ensured? 

Key Takeaways; 

• Euro Crisis stress scenario was changed. This caused almost a $2B increase in ioss due to the 
changes in scenario composition (due to nature of shocks chosen). 

• Aggregate Stress will be changed in the March DRPC meeting. Due to the inciusion of many 
more portfolios, utilization will inaease dramaticaliy. The current $8B of Aggregate Stress will 
likely increase to approximately $20B. Limits will be adjusted accordingly. 

Minutes: 


Methodoioev 


• No changes to VaR methodology 

• Euro Crisis methodology changed for stress scenario. The methodology change increased Euro 
Crisis by $1.886B. See IB Stress - Proposed Changes to Euro Crisis v2. 

• Lauren McCaffrey and ian Greenearethecontactsifwe want to discuss of shock selection for 
stress grids. OCC did exam recently. 

• The aggregate stress will soor\ include more books; 

o SAA portfolio, the investment portfolio for the bank (from CIO), will add $10-$12B of 
utilization. As these are mostly AFS, they are part of aggregate stress and not mark to 
market stress, S AA is usua lly OCl (Other Comprehensive Income). 
o PE book will add (includes OEP Partners and 1 or 2 others), 

o A small book from the Commercial Bank, 
o Small Asset Management book (AMCo-i nvest), 

o FX Capital hedging book (approximatelyH^m The mark to market piece of FX was 
aiways included but now accrual positiosn will also be included. Accrual part is not in 
trading VaR. 

o More books could be added in the future such as Global treasury book (which is 
calculated but not included). 

Limit Changes 


No changes at IB level for stress or VaR limits. 

RFS limits were decreased due to model changes that dramati3lly reduced VaR (from I 


• CIO limits are in process of being decreased due to model changes. 

• Limits will be reviewed (and approved) in March at the DRPC meeting. 

• Firmwide VaR limit will likely not change. 


Utilization 

• Firmwide VaR averaged Sl09mm in February versus Sl26mm in January. The decrease is due to 
CIO credit tranche methodology changes, which were implemented on January 27‘^ 

• There were no Firm VaR or Stress breaches In Feb. 

• Average Firmwide MTM stress in February was S3.5B (vs. a $5.8B limit). 

• Average Firmwide Aggregate stress in February was S8.4B (vs. a $9.75B limit). 
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• No loss days for the Firm or IB using non-certified P&L In Feb. 


Projects 

• Risk and Finance are working an One Hierarchy Project. They are working to reconcile views 
(align the hierarchies) between Risk and Finance. Voicker rule requires more detailed risk and 
return metrics, which is only currently possible at higher levels right now. Aligning Risk and 
Finance will allowfor back-testing at the lower levels. As P&L Is currently from Finance and Risk 
is from VaR, they are not aligned. Alignment must be done in a systematic way. 


Other 

• MRR reports unmapped portfolios to businesses weekly and monthiy. 

• Unmapped portfolios have different root causes, such as test data being inadvertently sent ora 
non-MTM portfolio feeding into MaRRs. Feeds come from risk systems or risk aggregators and 
feed into MaRRS. 

• As mapping used to be in MO (middle office) and Risk MO has merged into Product Control, the 
responsibility has diminished. JPMC acknowledged that the procedure is too manual and they 
are trying to build a front end tool to address some of these weaknesses. 

• This "Portfolio Mapping Tool" will create a audit trail and allow a workflow for execution of 
changes - allowing communication between PC and Rbk. The tool might begin to rollout in 2 to 
3 months (it will be a phased approach. 

• JPMC said that minor changes were done to the Market Risk Policy on Limit Changes. Although 
the date on the Market Risk Limits document is May 18, 2011, JPMC said there were changes 
made to the document that altered the meeting to align with what is done in practice. 

However, the policy date was not updated. Examiners asked JPMC to review document and 
check that it aligns with current practice. This will be discussed at the next MRR meeting. 

• JPMC reviewed document that reviewed data capture and quality. The diagram was a system 
flow diagram which showed Risk Management Systems to MaRRs reconciliation as well as Risk 
Management Systems to GL Reconciliation. 

Follow-up Items; 

1. Next Meeting Date: April 5. 2012 
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Cio-VCG LastUpdate: 05/21/2010 

Procedure: Valuation Process 


1. Description 

This document describes procedures, roles & responsibilities of CiO's Independent Valuation 
Control Group ("VCG”). 


> VCG responstbiiities; VCG is responsible for ensuring that independently approved 
price sources / paranneters are used to record assets and liabilities and appropriate 
adjustments / reserves are made when required, due to material differences between 
VCG and Front Office mar+(s. 

> Frequency of the process; formal monthly review. Market color obtained more 
frequently depending upon product. 


2. Key people f sources of information 


> Positions and prices that are subject to testing. Responsibility fbr the price testing 
process resides in both CIO's Middle Office and VCG. The CIO Middle Office group is 
responsible for the completeness and accuracy of positbns and prices. VCG is 
responsible for price testing and determining whether pricing adjustments or reserves 
are required. 


> Prices / market value for the transactions from external and internal 
vendors. (Details on section 6.) 


> Market color information. (Details on section 4.) 


3. Timeline and overview of tfie independent valuation process 
The CIO valuation process utilizes four main methods. 




Independent 


Cash flow models 


internal 

3'^ party 


and reliable 


with public 


models 

prices 


direct price 


recognized tool 


developed by 



feeds 


(e.g.BondStudio) 


CIO 


Independent and reliable direct price feeds are the preferred method for assessing 
valuation. In general, third party prices/broker quotes are considered the next best 
pricing source. However, in certain markets where stale or unobservable prices are 
prevalent, alternative methods will be applied to assess valuation. If broker quotes 
are not available, VCG would look to perform discounted cash flow (DCF) analysis 
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CIO -VCG Last Update: 05/21/2010 

Procedure: Valuation Process 


utilizing an approved model such as BondStudlo. Finally, given a genera! absence 
of data associated with an illiquid market, VCG would re<X)mmend the development 
of an internal model to provide a valuation based on relevant market inputs and 
standard modeling tediniques. Each of these methods is discussed in greater 
detail later in this document. 


The timeline of the independent price testing process is: 


Pre-month end 

(1 week prior) 2-3 days BD 1-2 BD 3 


Collect Update 
Market model 
Color assumptions 
Incorporate 
new 

products 


Preview with Collect 
traders and 3“* 
management party 
prices 


Collect Run 

CIO models and 

reconciled decide 

position about 

eventual 

booking 

adjustment 


Present 

data 


4. Market color collection 

Market color refers to price or market value information for transactions similar to those CIO has 
in its portfolio. VCG collects this information daily (depending on the frequency of the source) 
from internatJPM sources and external dealer & non-dealer sources such as: 


> JPM IB color from inventory offering sheets (mortgage positions). 

> JPM IB color from bid lists (mortgage positions). 

> JPM IB research from Morgan Markets (mortgage positions). 

> Color from CIO front office (all positions). 

> Color from CIO VCG collection (excluding above; all sources). 

> Dealer (Credit Suisse, Merrill Lynch, Deutsche Bank, Barclays Capital etc.) research for 
all available products. 

> Non-Dealer (rating agencies; government bodies; IMF, non-Financiai vendors e.g., 
ADCO, LPS; academia etc.) research for all available products 

> VCG attempts to manually obtain (he most recent transaction data in the market that is 
similar to CIO’s transactions with respect to, among other characteristics, risk, matuNty, 
coupon rate and type of product. 
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CIO-VCG Last Update: 05/21/2010 

Procedure: Valuation Process 


5. Product coverage matrix 

VCG uses four methods to independently price tested positions based on the hierarchy of 
sources that is presented in Appendix 1 . 

The details on how independent pricing information is delivered to, and stored by, VCG are 
included in Appendix 2. 


6. Third Party Price sources 

Independent prices are obtained from various external sourt^s (Markit, Totem, etc.) and applied 
to CIO positions for price testing purposes. Appendix 3 provides a comprehensive matrix of 
independent price sources. An example of an externally-sourced price grid that is used by VCG 
is included in Appendix 4: VCG grid is put together using color bond information in a grid of 
prices for Non-agency. 


7. Independent and reliable direct price feeds 

The Finance Valuation & Policy Group (“FVP“) within the Investment Bank (IB) provides 
independent pricing to the VCG team for select CIO products, in this case, VCG relies on the IB 
controls in place regarding the quality of the pricing methodology. In other cases, however, the 
IB FVP team conducts price testing of s^ect positions on behalf of the CIO VCG team. In either 
case, the CIO VCG is accountable for the results of price testing (e.g., that the coverage of CIO 
portfolios is adequate and comprehensive). Refer to Appendix 7 fora product-level summary 
that identifies the type of support that the Investment Bank specificaily provides to VCG. 
Additional product level information that pertains to support provided to VCG by the Investment 
Bank is as follows; 


> Fixed Rate Agency Residential Mortgage Pools TBAs; 

For Agency fixed rate MBS pools (either specified or TBAs). the CIO VCG team 
validates (monthly) a price grid created by IB Middle Office team. The validation is 
performed using Bloomberg and Barclays pricing information. An example of the grid is 
on Appendix 6. 

VCG does not receive cusip level information for these pools. It is sufficient for CIO VCG 
to validate the grid and present the total portfolio market value provided by CIO Finance 
team at the BD3 month end meeting. 

Based on this grid, CIO Middle Office assigns the price to the MBS pools at cusip level. 

if any adjustments are necessary, IB Middle Office sends the adjustment value to CIO 
VCG for review and ultimately to the Finance team for booking if necessary. 


> Equities and equities derivatives 

The CiO equity derivatives group Is a price taker from PYRAMID (an IB transaction 
system that uses the standard Black Scholes options pricing model). The prices 
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CiO-VCG Last Update; 05/21/2010 

Procedure: Valuation Process 


caicuiated in PYRAMID are updated bi-weeWy vwth volatility updates from TOTEM (an 
independent market data survey service). 


> Swaps, exchange trade futures and options: 

As a general matter, VCG relies on price testing conducted by IB FVP for these 
products. CIO VCG ensures that the coverage of CIO products is adequate and 
comprehensive. However, with the move to Primus in EMEA, CIO VCG will validate 
inputs that are used to create discount curves and prices used for exchange traded 
products. 


8. Discounted Cash Flow (“DCF”) model on BondStudio 

For certain products in CIO, the independent price is determined from the discounted cash flow 
method calculated using BondStudio. The process is comprised of two steps: 


BondStudio is a cash flow tool developed by JPM that Is also available to externa! clients such 
as banks, hedge funds etc. 


Since the color bonds function as a proxy for CIO's transactions. VCG uses the color bond 
market data as inputs to BondStudio in order to calculate yields appropriate for CIO’s 
transactions. 


Color bond population 


BondStudio Inputs 


BondStudio Outputs 

- Prepayment model: EPM 


- Yield 

- Default mode; EDM 


- Projected cash flows 

both models used with 


- Prepayment speed 

BondStudio default settings, 

- Price from the color bond 

- Date; last day of Sie 
month 

- Default rate 




CIO population 


Inputs 
- Yield 




Outputs 
- Price 
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Procedure: Valuation Process 

9. Internal models 

In cases where a less liquid market exists for a given product, ttie business may use an internal 
model to measure fair value (Appendix 3 identifies those products in which the business uses 
an internal model for such purposes). In this case, rt is the responsibility of the business to 
develop the model, as well as to obtain approval for use from the firm’s Model Review Group. 
However, VCG, as a stakeholder in this process, should ensure that all the necessary inputs to 
the model are defined and controls around its use are in place. 


10. Price testing procedures - select products 

Procedures that are followed by VCG to independently estimate fair value of tested positions of 
select products are outlined in Appendix 6. 


11. Incorporation of new products into the price testing process 

When a new product is acquired, VCG performs test runs / parallel analyses during the month 
prior to month end. 


12. Preview of price testing results with Front Office & Management 

VCG reviews the intermediary results / inputs for valuation wiUi CIO management and Front 

Office to receive feedback and guidance. 


13. Position reconciliation 

CIO Middle Office is responsible for generating a file with all CIO positions. In the event of any 
difference, Middle Office is responsible for investigating the difference and generating an 
updated file. 


14. Presentation of results and adjustment decisions 

VCG presents a comparison of Front Office marks and VCG independently sourced prices to 
the following constituents: 

- Front Office 

- Finance {regional CFOs, regional and global controllers) 

- Operating Risk Management 

Price differences above the variance threshold listed below are highlighted. The proposed 
adjustments are reviewed with the identified constituents. Meeting notes are documented as 
evidence of the discussions. 
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Procedure: Valuation Process 


15. Price Testing Thresholds 

In the case of securities, the VCG price for each CUSIP / ISiN is compared to the Trader price 
for that same CUSiP / !SiN and a variance ($ market value and % market value) is computed. 
Thresholds, representing estimates of bid-offer spreads, are applied in assessing the need for 
price testing adjustments. 


in the case of price testing results associated with derivatives and/or other, non-CUSlP-based 
instruments, a difference between a trader / system mark and VCG mark will be measured. The 
assessment of whether a price testing adjustment will be passed is determined by considering 
the size of the positions, the liquidity of the market and whefrier the price would fall within the 
normal bid offer spread of the specific market. The baas for price testing adjustments that are 
judgmentaily not passed are documented and explained in a monthly summary that is circulated 
to senior management. 


16. illiquidity / Concentration Reserves 

In assessing the reasonableness of fair value measurements that are subject to testing, VCG 
will consider whether such measurements appropriately reflect liquidity risk, particularly in the 
case of instruments for which CIO maintains either a significant / concentrated position and/or if 
the market for a given instrument can he observed to be less liquid, in this regard, VCG is 
responsible for calculating / monitoring these reserves and consulting with the business on such 
estimates (see Appendix 8). 
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Appendix 1 - Hierarchy of price sources 


Month; November 2009 
Description of the process; 

- The hierarchy below was applied to all the cusips. 

- When the difference between the trader price and VCG price was greater than the 
threshold and the DCF price would reduce the difference, the DCF price was applied. This 
final step is performed given that VCG is comfortable with the effectiveness of the DCF 
price methodology. In addition, VCG has done manual reviews at the cusip level in past 
months which indicated that the DCF price is a better representation of fair value for the 
securities. 


1}FTID/IDC 

2) S&P 

3) TREPP 

4) Bloomberg Price 

5) VCG Grid 

6) Discounted Cash Flows 


Specifically for Municipals; 

1) S&P 

2) FTID, the rest of the sequence is the same 


Approved by 

Date of approval: 
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Procedure: Valuation Process 

Appendix 2 -- Price sources details: delivery and storage of information 


CIO Technology developed a storage database on IntraspectKm for each of the pricing sources. 
A corporate email was created for each of the sources and any files attached to the email is 
downloaded and stored as read only, so the integrity of the data is maintained. 


Source 

How it is delivered to 
VCG 

Corporate email 

Database 

FTID/ IDC 

CIO technology emails 
IDC information to 

VCG. 

VCG- 

i DCjaintrascectiim .lomoraanchase .co 

httnB;//intrasDectkm.iomoraan 

cha.se.com/am/foider- 

ni 

1 1 1 RR4Sa9 

S&P 

2 files at shared drive 

VCG- 

SandPiffiintrasoecttcm iomoroanchase 

httDs://intrasDecttaTi.iDmoraan 
chase com/am/folder- 

ase.com\AmerlB$\CiQ\ 

S- 

drive\HPPROn\Aaija\P 

fisitifin.stAaiifitnataXPric 

es 

■com 

1.11.854994 

Sharedrive: 

WNaeast.ad.iomoraanchase.c 

nm\AmBr!B$\Cio\S- 

drive\HPPROD\Aaua\Position 

s\Aaua\Data\Prices 

TREPP 

email from vendor via 
Trader 

VCG- 

TrftDD<a>lntfasr>eclkm.iDmoraanchase. 

httDs;//intrasner.tkm.iDmoraan 

chase.com/nm/folder- 

com 

1.11.854988 

Reuters 

from Datawarehouse 
application 


httos://intfasoectkm.iDmoraan 

DatawarehouseiaiintrasDectkm.iDmor 

chase.com/am/foider- 

nanchase.com 

1 11 854993 

Bloomberg 

downloaded on last day 
of month as of close of 
business by VCG 


httDs://intrasDectkm,iDmoraan 

Prices(®inirasnectkm.iDmorQanchase, 

chase.com/am/folder- 

com 

1.11.854986 

Pricing 

Direct 



httDS://intrasDBntkm.iDmoraan 

DireclOintrasoftctkm iomoraanchase. 

chasB.r4om/am/folder- 

com 

1,11.854992 

Brokers 

email from brokers 


httDs://intrasDectkm.tDmoraan 

Prires®intrasDectkm .iomoroanchase. 

chase.com/am/folder- 

com 

1.11.8549B1 
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Appendix 3 - Third Party Pricing Source 
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Appendix 4 - Example of VCG grid 


CLASS 

NOVEMBER- 

2009 PRICE 

ClI^CtXCR 

173O9RAA0 

7495aTAB9 

059490(09 

92927XM4 

Non-A«encv ARMs Marginal Prtnw lO/ls 

78 

Norv-Agenn ARMS Marginal Prtme S/ls 


Non-A»entv ARMS Manjinal Prime 5/ls LCF 

75 

Non-A£»ncvARMs Marginal Prime 7/ls 

72 

Norv-Aiencv ARMS Prime IQ/ls 

BS 

«630PAY1 

46524:^01 

949B46A09 

07987AFV3 

S2S205AA8 

9498?AQ4 

94984KAAS 

NorvAgencv ARMS Pnme S/ls 


' 

Non-Aeencv «Ms Pnme 7/ls 

84.B 

NoivAtenev ARMS Prime 3/U 

ea 

Norv-AgertcvARUs Prime Mandatary Auetion 

55 

NarvAgenev ARMS Vanilla ARMs 

88 

Norv-Aaencv BPIO 

0 

NorvAgencv fixed Mandnal Prime 30vr 

72 

Non-Agencv fixed Prime ISvr 

98 

Non-Aiencv fixed Prims JOvr 

BS 

Non- Agency fixed Prime JOvr floaters 

75 

Nen-Agtney Fixed Prime 30yr K^o 

8S 

Nnn-Aeenev Mez: Classes ARMs 

15,5 

BE962TAG2 

949837816 

02M6YAE6 

7SllSeAA6 

Non-Aienev Mau Classes Fixed 

22 

Non-Aetncv Met2 Classes Ooilon ARMs 

12 

Non-Agancv Paid off 

0 

Neri'AgencvPieDavPtnaltya Residuals 

0 

Non-AeancvRaRBMICsRaREMICi IC/ls 

99 

Nen-Ae«ncvRaREMiCs RaREMiCs S/ls 

99 

Non-AuencvRsREMICs RaREMiCs Ali-A fixed 

99 

Non-AgcncvRcREMICs RaREMiCs Alt-A Floaters 

99 

Non-Aeancy RaREMiCs ReREMia Prime Focad 

99 

NOP'Agencv Banior/SuMr Senioi ARMs 

88 

Non-Agenev Senior/SuDC' Sen«i fixed 

85 

Non-AganevSentor/SuserSenior Oollen ARMS 

SIS 

Non-Agenev Senior/SuMr Senior Sjfiorlme fleilers 

K 

Non-AacncvTix Residuals 

0 

Ners-Agenev Unknown 

0 
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Appendix 5 - Example of Fixed Rate Agency Residential Mortgage Pools (specified or TBA) grid 
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Appendix 6 - Procedure for independently estimating fair value for select products 
NA 

> CDs; 

The file provided by Middle Office has the coupon rate in the field “system/trader price", 
therefore VCG estimates the trader price using Bloomberg and the coupon. VCG also calculates 
the independent VCG price using Bloomberg and DCF. 

EMEA 

> Credit Derivatives: 

Index/Tranche Quoted as Spread 

Credit Spread BPV (CSBPV) * Spread Difference 
CSBPV = Notional * Duration/10.000 


Index/Tranche Quoted, as Price 

Notional * Price Difference/100 

Where we have tranches hedging a main index position, the p/i calculation is a 3 step process 

1. Multiply Tranche notional by Tranche delta, multiply by -1, to give the main index 
equivalent amount of the tranche. Price lest (using one of the calculations above 
dependant on whether quote is spread or price) using tiie index reference level. Repeat 
for each tranche. 

2 . Price test tranche notional, using the tranche levels and the correct calculation from 
above. 

3. Sum the values for each tranche in point 1 and add to the main index position. This is 
price tested using the Markit v FO price difference. 


> Swaptions: 

CIO Middle Office provides Vega sensitivities for our Sviraption positions and the volatilities that 
have been used to create these numbers. CIO VCG sources independent broker volatilities for 
and calculates a pricing difference based on these parameters. 
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Procedure: Vatuation Process 


Appendix 6 - Procedure for independently estimating fair value for select products 
(cont’d) 


> CLO; 

In connection with CLOs that are carried by CIO-EMEA, VCG will; 

1 . Corroborate default rate, recovery rate and recovery \ 2 q assumptions through a review of 
supporting documentation. 

2. Evaluate the reasonableness of the proxy that was selected for purposes of establishing the 
utilized correlation parameter by periodically monitoring the average par subordination of the 
CLO portfolio as compared to referenced tranche. 

3. Assess the reasonableness of the liquidity spread assumptions by; 

• Reviewing the front office analysis that estimates a range within which the selected 
liquidity spread will be determined. 

• Performing a similar analysis involving other identified proxies (CDXiG bond basis, UK 
RMBS market) 

• Monitoring broker quotes, other market activity as an alternative means of validating the 
liquidity spread input 

4. Understand the FO rationale for the proposed weighting of CLO Model output, secondary 
market prices and broker quotes. 
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Appendix 7 


Product 

Price Tested by IB FVP 

Price Tested by CIO VCG 
Using IB Data 

Equity Derivatives 

X 


Swaptions 


X 

Exchange-traded products' 

X 


Discount Curves' 

X 


Securities {Govt & Govt Gtd) 


X 

Credit indices & Tranches^ 


X 


* As wc move to the Primus environment this responsibility will transfer tti the CIO VCG 
^ This forms a subset of the data used in (he price testing process 
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Procedure: Valuation Process 


Appendix 8 - Concentration / iiliquidity Reserves for CDS 


Price Discovery (Illiauiditv) 

Price Discovery reserve is taken under either of the fbllovwng 2 scenarios; 

1 . The price (spread) cannot be observed, or 

2- The index is off the run (an off the run index is defined as: any index older than 4 series 
- for example, the current on the run CDX series are 13, therefore, ai! indices series 9 
and older are considered off the run, iTRAXX would be Series 8 and older) 

Price Discovery = Net PVBP * sqrt(t} * Spread VolatHIty In bps 

Where; t is the number of business days since the last external trade (capped at 120 days.) 
Price Discovery reserve is capped at; 5% Credit Spread Widening 
(PVBP ' Internal Spread in bps * 0.05) 


Concentration 


Excess Syr Equivalent Position * (5Y Duration / 10,000) * sqrt(Liquidation Period) * Spread 
Volatility in bps 

Where 

• Excess 5Y Equivalent Position = Net Syr Equivalent Position - Threshold 

• Liquidation Period = Net Syr Equivalent Position / Average Daily Market Size 

• Threshold and Average Daily Market Size are based on the table below: 


Index 

Daily Volume 

Threshold 

On The Run Index 

3.000.000.000 

500.000,000 

Off The Run Index 

3,000,000.000 * Series 500,000,000 * Series 
Factor Factor 

Series factor * 1 / (On the run series number - 
Series factor is ftoored at 1/10. 

Series number) 


Assumptions 

1 . The IB policy does not apply to tranches (they calculate a value based on the single name 
and just pass a pricing adjustment). For this exercise I have applied the index calculations to 
the tranches. 

2. The IB calculates the spread vol using a rating bucketed vol based on a basket of names and 
apply this number across aii indices. They do not calculate using specific name vols which 
would be more accurate, i need to speak to Pat Hagen to see if we can produce our own 
number. For purposes of this exercise I have applied file IB vol to 1TRA)0<, CDX IG & HY. 
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Procedure: Valuation Process 


3. The liquidity calculation contains a variable of when Bie instrument was last traded. The 10 
has a maximum of 120 days that they use for all calculations. The rationale is that small trades, 
done infrequently should not impact the valuation of ttiese trades. As we are more actively 
trading these instruments in risk reduction mode we may wish to consider a different approach. 

4. A cap is placed on the liquidity reserve at 5% of Credit Spread Widening. This is based on a 
market making business and we can look at whether this is applicable for our style of trading. 
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From: Brosnan, Mike 

To: Eccles, Jennifer 

Sent: 8/16/2012 9:55:44 PM 

Subject: FW; Important; Update on P&L Marits 


Frcnn: Brosnan, Mike 

Sent; Tuesday, July 10, 2012 1:00 PM 

To; Cnimiish, Fred; Watertiouse, Scott; Beishaw, Sally 

Subject: PE: Important: Update on P&L Marks 

Ok. P!s crisply convey during the right page at 4pm meeting. 

thx 


From: Crumiish, Fred 
Sent: Tuesday, July 10, 2012 12:58 PM 
To: Brosnan, Mike; Waterhouse, Scott 
Subject: Important: Update on P&L Marks 
Importance; High 

Spoke to D. Genova, attny at JPM, regarding the discomfort they had on marks and results. 

Bottom line - Company lost confidence in march marks, new marks ifKrease loss 472mm for March. Company hasn’t 
decided if they shoiJd 1) restate or 2) report In 2Q with full disclosue. Cwrently work with external accoLtfitants etc. 
Decision hasn’t been made. 

More background - 

Junior trader had been under pressure during March as losses mounted to mark the book in a way that mirumized them 
with the view that it would correct by month end, (Traders had been tracking "distarKie to mid,” a number that grew 
during the quarter along with discomfort and tension on desk).) 

At quarter end, junior trader also under pressure. Bottom line is that instead of marking to mid, in most cases longs 
were marked at offer and shorts as bid. 

VCG (independent price testing) had their own mid and a series of thresholds in bps. If marks fell within this range 
they, weren't questioned, (there was no dollar cap) 

Note valuation controls have since been changed. 

* ape 

*** If you ha^'e recei\'ed ihis iiessage in error, please delete the oripnal and all copies, atid iiotil)- the sender imnediately. Federal law 
prolubits tie disclosure or other rise of tliis informatioa *•* 
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I. INTRODUCTION 

U.S. GAAP requires or pennils via an optional election certain assets and liabilities* to be 
recorded at fair value. In September 2006, the FASB issued Statement 1 57, Fair Value 
Measurements (Statement 157), which provides a single definition and framework for fair 
value measurements to ensure consistency of application. Statement 157: 


1 


BANK PROPRIETARY AND/OR TRADE INFORMATION 


OCC-SPI-00056794 



2249 


'jPMorganChase 


CONTROLLERS 

CORPORATE ACCOUNTING POLICIES 


CATEGORY: 1-0100 General Accounting Policies policyno: 1-0105 

SUBJECT: Fair Valuc Measurements effectivedate: January 1, 2007 

ISSUE DATE: November 8, 2007 

Accounting Policies Contacts: Kathy Ryan (primary) 

Victoria Sligar (secondary) 

TABLE OF CONTENTS 


I. INTRODUCTION 

II. DEFINITION OF TERMS 
in. SCOPE 

IV. ACCOUNTING POLICY 

A. Valuation Premise 

B. Reievaot Market 

C. Valuation/Measurement 

D. Valuation Hierarchy 

E. Transaction Costs 

F. Other Considerations 

V. CROSS-REFERENCES 

VI. REFERENCES TO AUTHORITAmTE LITERATURE 
APPENDIXES 


I. INTRODUCTION 

U.S. GAAP requires or perrails via an optional election certain assets and liabilities* to be 
recorded at fair value. In September 2006, theFASB issued Statement 157, Fair Value 
Measurements (Statement 157), which provides a single definition and framework for fair 
value measurements to ensure consistency of application. Statement 157: 
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• Defines fair value; 

• Establishes a three- level hierarchy for fair value measurements based upon the 
transparency of inputs to the vahiadon of an asset or liability as of the measurement 
date; 

• Nullifies the guidance in EITF 02-3, which required the deferral of profit at inception 
of a transaction involving a derivative instrument in the absence of observable data 
supporting the valuation technique; 

• Eliminates large position discounts for financial instruments quoted in active markets; 

• Requires consideration of the Finn‘s own creditworthiness when valuing liabilities; and 

• Expands disclosures about instruments measured at fair value. 


n. DEFINITION OF TERMS 


Fair value 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date. 

• Represents an exit price. The transaction price, or entry price, may in certain cases 
represent the exit price but the entry price should not be presumed to represent the fair 
value of an asset or liability at initial recognition. 

Highest and best use 

The highest and best use of an instrument is determined based on its use by market 
participants; where maximum value is derived principally on a standalone basis, the highest 
and best use of the instrument is “in-cxchange”; where the maximum value of the 
inslrument is derived principally through its use in combination with other instruments, its 
highest and best use is “in-use." 


Observable — Observable inputs arc inputs that reflect the assumptions that market 
participants use in pricing the asset or liability developed based on market data obtained 
from sources independent of the Firm. Characteristics of observable inputs include readily 
available, not proprietary, regularly distributed, and transparent. 

Unobservable — Unobservable inputs are inputs that reflect the Firm's own assumptions 
about the assumptions that market participants would use in pricing the asset or liability 
developed based on the best information available in the circumstances. 

Market particinaats 

Buyers and sellers in the principal (or most advantageous) market. A market participant 
must be independent (not a related party to JPMC), knowledgeable, able to transact (have 
the legal and financial capacity to do so), and willing to transact (not forced or otherwise 
compelled to do so). 

Nooperformance risk 

Nonperformance risk refers to the risk that the ohligalion will not be fulfilled and affects 
the value at which a liability is transferred. Nonperformance risk includes the reporting 
entity's credit risk as well as settlement ride and may include, in the case of commodities, 
the risk related to physically extracting and transferring the asset to the delivery point. 
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Unit of account 

The unit of account dctennincs what is being measured by reference to the level at which 
the asset or liability is aggregated or disaggregated for purposes of applying accounting 
pronouncements. 


III. SCOPE 


This policy describes JPMorgan Chase’s (JPMC) policy in consideration of FASB 
Statement No. 157, Fair Valve Measurements, v/ittch was effective January 1, 2007. 

Inslrumenls/lransaclions for which a fair value or fair-vaiue-based measurement may apply 
but are not subject to this policy include: 

• Share based payments accounted for in accordance with FASB Statement No. 123R, 
Share Based Payment (Statement 123R). While certain measurements in Statement 
123R are fair-value-based measurements, they may exclude the effects of certain inputs 
such as conditions, restrictions and other features that would be considered in a fair 
value measurement under Statement 157. 

• Instruments valued in accordance with .Accounting Research Bulletin No. 43, Inventory 
Pricing. 

• Accounting pronouncements that permit measurements that are based on, or use, 
vendor-specific objective evidence of fair value. 

• Situations where U.S. GAAP provides a practicability exception to the application of 
fair value, for example; 

Guarantees accounted for in accordance with FASB Interpretation No. 45 which 
allows for the use of transaction price (an entry price) to measure fair value at 
initial recognition. Sec also Corporate Accounting Policy #1-0108, 

‘'Guarantees.” 

- Certain disclosures provided in accordance with FASB Statement No, 107, 
Disclosure about Fair Value of Financial Instruments, where it is not practical to 
measure fair value. Corporate Accounting Policies must be consulted where this 
is delennioed to be the case. 

- Certain Asset Retirement Obligations accounted for in accordance with FASB 
Statement No. 143, Accounting for Asset Retirement Obligations, where fair 
value is not readily determinable. 

- Certain Contributions accounted for in accordance with FASB Statement No. 11 6, 
Accounting for Contributions Received and Contributions Made, where 
contributions cannot be measured with sufficient reliability. 

Note; FASB Statement No. 141, Business Comhinaiions, requires the use of fair value as 
the measurement objective, at inception, for certain assets acquired and liabilities assumed 
in a business combination (for example, intangible assets) and these assets and liabilities 
are therefore subject to this policy. In certain circumstances, where the valuation 
techniques applied to the asset or liability may be similar lo a fair value measurement hut 
fair value is not explicitly the required measurement objective, this policy does not apply 
(for example, receivables, notes payable, plant and equipment to be used). 


3 


BANK PROPRIETARY AND/OR TRADE INFORjMATION 


OCC-SPI-00056794 



2252 


IV. ACCOUNTING POLICY 


The focus of this policy is how to arrive at a feir value measurement This policy does not 
incorporate guidance regarding which instruments are required to be measured at fair value 
or which instruments the Firm has made an optional election to measure at fair value. 

Fair vaiue measurements 

Fair value is the price to sell an asset or transfer a liability in the principal (or most 
advantageous) market for the asset or liability. The sale or transfer assumes an orderly 
transaction^ between market participants. The transaction to sell the asset or transfer the 
liability is a hypothetical transaction al the measurement dale, considered from the 
perspective of a market participant that holds the asset or owes the liability. Therefore, the 
objective of a fair value measurement is to determine the price that would be received to 
sell the asset or paid to transfer the liability at the measurement date (an exit price). 

Because that exit price objective applies for all assets and liabilities measured at fair value, 
any fair value measurement requires identification of the following: 

a. The particular asset or liability that is the subject of the measurement 

b. The valuation premise appropriate for the measurement 

c. The principal (or most advantageous) market for the asset or liability 

d. The valuation techniqueCs) appropriate for the measurement, considering the 
availability of data with which to develop inputs that represent the assumptions that 
market participants would use in pricing the asset or liability. 

A. Valuation Premise 


The valuation premise used to measure the fair value of an asset or liability depends on 
the highest and best use by market participants. If the maximum value is derived on 
a standalone basis, then an “in-cxchangc valuation" should be applied. If the maximum 
value is derived through its use io combination with other assets or liabilities, then an 
“in-use valuation” should be applied. Whether the asset or liability is a standalone 
asset or liability or a group of assets and/or liabilities depends on its unit of account. 
The unit of account determines what is being measured by reference to the level at 
which the asset or liability is aggregated (or disaggregated) for purposes of applying 
other relevant accounting guidance. 

The in-cxebange valuation premise is generally applicable to financial instruments and 
the in-use valuation premise is generally applicable to oonfinancial assets. However 
the “in-use valuation” premise may apply to financial instruments in certain 
circumstances where (1) it is more reflective of the market participant exit price and (2) 
there is historical evidence to support an “in-use” valuation; for instance, the highest 
and best use of certain mortgage warehouse loans is considered to be in-use when such 
warehouse loans are pooled for the purpose of securitization. Detailed discussion of 
the application of valuation premise to certain financial instruments has been included 
in Appendix A. 
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B. Relevant Market 

A fair value measurement should reflect an exit price in the principal market for the 
asset or liability. The principal market is the market in which the Firm transacts with 
the greatest volume or level of activity. 

• If there is no principal market, the exit price should reflect the amount that would 
be received or paid in the most advantageous market (the market in which the Finn 
would maximize the amount that would be received for an asset or minimize the 
amount that would be paid to transfer a liability). 

• If there are multiple markets for the same asset or liability, the most likely exit 
market should be considered to deicnnioe the exit price and the other exit markets 
do not need to be considered. 

• For assets and liabilities where there is little or no trading, or a one-way market, the 
Firm must make a determination of what a willing counterparty would offer to 
purchase an asset or assume a liability. The determination of what a willing 
counterparty would offer to purdiase an asset or assume a liability should consider 
all available market information that the market participants would use to price the 
asset or liability. 

A discussion of the application of principal market to certain financial instruments has 
been included in Appendix A. 

Sec also discussion of transaction costs below. 

C. Valuation/Measurement 


Valuation techniques^ used to measure the fair value of an asset or liability should 
maximize the use of observable inputs, that is, inputs that reflect the assumptions 
market participants would use in pricing the asset or liability developed based on 
market data obtained from independent sources. Valuations must consider current 
market conditions and available market information and will therefore represent a 
market-based, not entity specific, measurement. 

Fair value should be based on quoted market prices, where available, If listed prices or 
quotes are not available, then fair value should be bi^ed upon istemally developed 
models that use primarily market-based or independently-sourced market parameters, 
including interest rate yield curves, option volatilities and currency rates. In certain 
circumstances valuation adjustments must be made to ensure that frnancial instruments 
are recorded at fair value. These adjustments should be applied consistently over time 
and may include; 

• Credit valuation adjustments f‘*CVA”l are necessary when the market prices (or 
parameters) are not indicative of the credit quality of the counterparry. 

• Debit valuation ad justments (“DVA") are necessary to reflect the impact of the 
Firm's own creditworthiness in the valuation of liabilities that are carried at fair 
value. See furtber discussion of DVA in Appendix B of this policy. See also 
discussion of Liability considerations below. 
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• Liquidity valuation adjustments are necessary when, the firm may not be able to 
observe a recent market price for financial instruments that trade in inactive (or less 
active) markets or to reflect the cost of exiting larger-ihan-nonnal market-size risk 
positions. Liquidity adjustments are based upon the following factors: 

- The amount of time since the la^ relevant pricing point 

- Whether there was an actual trade or relevant external quote 

- The volatility of the principal component of the financial instrument 

Costs to exit larger-than-noimal market-size risk positions are determined based 
upon the size of the adverse market move that is likely to occur during the extended 
period required to bring a position dovrii to a nonconcentrated level. 

No adjustments may be made to flie quoted price for instruments classified within 
Level i of the valuation hierarchy (see discussion of the fair value hierarchy in 
Section rV.D. of this policy). 

• Unobservable parameter valuation adjustments are necessary when positions are 
valued using internally developed models that use unobservable parameters 
(parameters that must be estimated and are therefore subject to management 
judgment) as their basis. Risk-averse market participants generally seek 
compensation for the xmeertainty associated with the cash flows of an asset or 
liability (risk premium). 

• Uncertainties and customization related to loan securitization for loans that are 
expected to be securitized, fair value is estimated based on observable pricing of 
assct-backcd securities with similar collateral and incorporates adjustments (i.c., 
reductions) to these prices to account for securitization uncertainties including 
portfolio composition, market conditions and liquidity. 

• Restrictions 

There arc generally two types of restrictioos; 

Restriclians on sate 

Examples of a restriction on sale include restrictions on private placements, 
underwriter lock-up, and volume restrictions. An adjustment must be made to 
the value of the insinmcol to reflect the price adjustment that a market 
participant would make due to the lack of marketability. An adjustment for a 
restriction should be re-evaluated and adjusted appropriately as the time to the 
expiration of the rcsuiciion decreases. 

Note; When a publicly traded security position incorporates both restricted and 
non-restricted securities, the adjustment for restrictions will be applied only to 
the restricted shares. For example, securities subject to SEC Rule 144 
restrictions may have portions of the position that are unrestricted depending 
on trading volume. Additionally, SEC Rule 144 shares may be free to trade if 
a shelf registration has been filed. 
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Restrictions on use 

An example of a rcslriction on iKC wouid include a restriction on the use of a 
physical asset such as land or a building. An adjustment cannot be taken as a 
result of the restriction if it is deemed to be a restriction on use. 

The determination of whether a restriction should be incorporated in the valuation 
of an asset or liability requires judgment and consultation with Corporate 
Accounting Policies. 

• Liability considerations — a fair value measurement for a liability assumes (1) that 
the liability is transferred to a market participant and the liability to the 
counterparty continues (it is not settled), and (2) that the risk of nonperformance is 
the same before and after the transfix. Nonperformance risk or the risk that the 
obligation will not be fulfilled impacts the amount at which a liability would be 
transferred. 

The adjustment to a valuation for nonpcrfonnance risk (or the impact of the Firm‘s 
own creditworthiness) is called the Debit Valuation Adjustment or “DVA." See 
further discussion of DVA in Appendix B of this policy. 

D. Valuation Hierarchy 

All instruments measured at fair value arc required to be classified within a thrcc-levcl 
hierarchy that is primarily used for external disclosure purposes. The fair value 
hierarchy prioritizes inputs to the valuation of an instrument. When the inputs to the 
valuation fall within different levels of the hierarchy, the level in which the instrument 
is classified is based on the lowest level significant input to the valuation. \Miere an 
instrument is classified within the fair value hierarchy also impacts the Firm's ability to 
record valuation adjustments, for example, no valuation adjustments may be recorded 
for instruments classified within Level 1 of the hierarchy. 

Detailed below is a description of the hierarchy levels, the Firm‘s policies associated 
with the determination of classification, and examples^ of products included within 
each of the levels: 

Note; Maintenance of documentation to support the level of classification for a product 
within the fair value hierarchy is the responsibility of the Line of Business Controllers 
and CFOs. 

Level 1 — inputs to the valuation methodology are quoted prices (unadjusted) for 
identical assets or liabilities in active markets. 

« An active market is defined as one in which an accurate daily price can be obtained 
from multiple reliable sources and a feir value measurement (exit price) may be 
arrived at without adjustment or the use of a model. 

• No adjustments may be made to the quoted price for instruments classified within 
Level 1 (for instance, block discounts [size of position discounts] are prohibited). 

• Where a quoted price in an active market is available for the identical asset but is 
not readily accessible for the individual instrument, the Firm may use an alternative 
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pricing method (for example, matrix pricing). Where an altemalive pricing method 
is utilized as a practical expedient Ute instruments must be classified in a lower 
level of the hierarchy. 

Examples of Level 1 instruments: 

Highly liquid government bonds, certain mortgage products (for example, residential 
agency pass-through securities), exchange-traded equities, and cxchangc-tradcd 
derivatives. 

Level 2 — inputs to the valuation methodology include: 

• Quoted prices for similar assets or liabilities in active markets. 

• Quoted prices for identical or similar assets or liabilities in markets that are not 
active, that is, markets in which there are few transactions for the asset or liability, 
the prices are not current, or price quotations vary substantially either over time or 
among market makers (for example, some brokered markets), or in which little 
information is released publicly (for example, a principal-to-principal market). 

• Inputs other than quoted prices that are observable for the asset or liability’, cither 
directly or indirectly, for substantially the full term of the financial instrument (for 
instance, interest rates and yield curves observable at commonly quoted intervals, 
volatilities, prepayments speeds, loss severities, credit risks, and default rales). 

• Inputs that are derived principally from or corroborated by observable market data 
by correlation or other means (market-corroborated inputs). 

There is generally evidence of two-way flow (purchases and sales in the market) for 
instruments that arc classified within Level 2. 

Examples of Level 2 instruments: 

Common stocks traded and quoted on an inactive market in an emerging country, 
privately placed bonds whose value is derived from a similar bond that is publicly 
traded, over-the-counter interest rate swaps valued based on a model whose inputs are 
observable LIBOR forward interest rate curves, resale and repurchase agreements, 
warehouse loans, certain collateralized mortgage and debt obligations, certain high- 
yield debt securities, as well as certain structured Itabililies where the inputs to the 
valuation are primarily based upon readily observable pricing information. 

Level 3 — inputs to the valuation methodology are unobservable and significant to the 
fair value measurement. Fair value for Level 3 instruments is based on iniemally 
developed models in which there arc few, if any, external observations. For 
transactions in this category, there is rarely a two-way market, and typically there is 
considerable structuring (making the product largely oae-ofT and JPMC proprietary), 

• Unobservable inputs should only be used when observable inputs are not available 
(inputs arc unobservable when they reflect the Finn's own assumptions about the 
assumptions maricel participants would use to price the instrument). 

• The exit price measurement objective remains the same in Level 3; therefore, the 
Firm's own data should he adjusted if there is contrary data indicating that market 
participants would use different assumptions to price the instrument. 
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• In certain circumstances, an mstnimciit that is classiilcd within Level 3 at inception 
may become more observable as it approaches maturity. In those cases, when the 
unobservable component is no longer significant, fee instrument will be transferred 
to Level 2 at that time. 

Instruments for which there is an imobservable input are generally classified within 
Level 3. If there is evidence present to demonstrate that the unobservable inputs are 
not significant to the valuation through evidence such as two-way market trades, 
extensive pricing agency data, broker data or ofeer relevant trade information, the 
instrument may be classified within Level 2. 

Examples of Level 3 instruments: 

Long-dated commodity swaps where the relevant forward price curve is not directly 
observable or correlated with observable market data, shares of a privately held 
company, structured notes with significant unobservable inputs, mortgage servicing 
rights, retained interests in securitizations, and goodwill. 

E. Transaction Costs 

The price in the principal (or most advantageous) market used to measure the fair value 
of an instrument should not include transaction costs. Transaction costs represent 
incremental direct {i.c., invoiced) costs to transact in the principal or most 
advantageous market, are not an attribute of the asset or liability being measured, and 
are reported as direct expenses in the Consolidated Statement of Income with limited 
exception (see Corporate Accounting Policy #1-0107, “Netting of Assets and 
Liabilities and Related Income and Expense”). Transaction costs include, but are not 
limited to, invoiced brokerage and commissions and certain due diligence costs. 

Transaction costs which are incorporated within the bid offer spread (i.e., in-the-pricc 
brokerage) are reported net within principal transactions and are not separately 
identified for reporting purposes. 

Transaction costs do not include the costs that would be incurred to transport an asset 
or liability to (or from) the principal (or most advantageous) market. Where location is 
an attribute of the asset or liability as may be the case for a cominodity, the price in fee 
principal or most advantageous maricet used to measure fair value of the asset or 
liability should be adjusted for fee costs feat would be incurred to transport fee asset or 
liability to (or from) its principal (or most advantageous) market. 

F. Other Considerations 

Cut-off time 

For instruments for which quotes are available prices must be obtained at fee same time 
each business day. This includes cases where products are valued using models even 
though market prices are available in other time zones (for example, when trading 
across different exchanges). In addition, prices for hedges and the items being hedged 
must be sowced at the same lime of day. 
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For internal trades between portfolios based in different regions, each side may be 
priced using the closing price obtained at the appropriate cut-off point in the relevant 
region. 


V. CROSS-REFERENCES 

Corporate Accounting Policy #1-0106, “Fair Value Option” 

Corporate Accounting Policy #1-0107, “Netting of Assets and Liabilities and Related 
Income and Expense” 

Corporate Accounting Policy #1-0108, “Guarantees” 

Corporate Accounting Policy #1-01 12, “Consolidation of Variable Interest Entities” 
Corporate Accounting Policy #2-0301, “Repurchase/Reverse Repurchase Agreements and 
Securities Lending and Borrowing” 

Corporate Accounting Policy #2-0401, ‘Trading Securities” 

Corporate Accounting Policy #2-0501, “Investment Securities” 

Corporate Accounting Policy #2-0502, “Securities Acquired in Loan Satisfactions” 
Corporate Accounting Policy #2-0603, “Loan Securitizations" 

Corporate Accounting Policy #2-0604, “Commercial Lending Facilities” 

Corporate Accounting Policy #2-0605, “Consumer Loan Delinquencies, Nonaccruals, 
Charge-Offs, Modifications, Reagiogs, and Recoveries” 

Corporate Accounting Policy #2-0701, “Long-Lived Assets (Other than Internal Use 
Computer Soflware/Web Site Development)” 

Corporate Accounting Policy #2-1005, ‘investments in Nonmarketable Equity Securities” 
Corporate Accoimting Policy #3-0601, “Accoundog for Structured Liabilities” 
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Purposes and Contracts Involved In Energy Trading and Risk Management Activities 
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APPENDIX A 


Fair Value Measurements for Certain [aslriinents Carried at Fair Value 

This Appendix is intended to give further bad^ound regarding the fair value 
measurements for certain inslnimcnts carried at fair value. The list is not meant to be all 
inclusive, 

I, Derivatives 

• Background 

The Firm makes markets in derivative contracts, transacting with retail and 
institutional clients as well as oth^ dealers. 

• Valuation Premise 

The valuation premise for derivatives is in-exchangc. The unit of account is 
the portfolio. 

• Relevant Market 

In general, the dealer market is the Finn’s principal market for derivative 
transactions as the greatest volume of the Firm’s derivatives activities occur in 
the dealer market. In addition the dealer market is the mo.st advantageous exit 
market for the Firm. 

• Valuation/Measureroent 

The unit of valuation for derivatives is the portfolio. The starling point for the 
valuation of a derivatives portfolio is mid market. As a dealer, the Firm can 
execute at or close to mid market thereby profiting from the difference between 
the retail and dealer maricets. If the Firm cannot exit a position at mid market 
certain adjustments are taken to arrive at exit price. (See Section IV.C. of this 
policy for a discussion of valuation adjustments.) 


II. 


• Background 

The Firm issues structured notes* as a means to deliver derivative risk to retail 
and institutional clients that wish to invest in derivative risk in a funded format. 
Derivative risk, which may include credit risk, interest rate risk, foreign 
exchange risk, commodity risk and equity risk, is embedded in a debt host 
contract and issued in the Firm’s name. The derivative risk is the primary 
driver of the profit and loss. 


• Valuation Premise 

The valuation premise for structured note is in-exchange. The unit of account 
is the portfolio. 
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• Relevant Market 

There is no active secondary mark^ for most structured note products and 
sales to third parties are rare. Dealers (issuers) wili provide indicative quotes 
for their own paper and will repurchase or unwind with the original 
counterparty (investor). A dealer generally will not buy instruments issued by 
others. As such, not all market participants operate on both sides of the 
structured notes market. 

The principal market for the Firm is the primary (issuance) market for 
structured notes. Market participants include other dealers (issuers) to whom a 
liability could be transferred (who take positions on the liability side of their 
balance sheets). 

• Valuadon/Measuremeat 

To estimate the fair value of structured notes, cash flows are evaluated taking 
into consideration any derivative features and are then discounted using the 
appropriate market rates for the applicable maturities. As the primary risk in 
the “fiinded derivative” is derivative risk, market participants that issioe 
structured notes use the same assumptions in valuation as those used in 
deriving an exit price in the derivatives market. In the absence of actual data 
for liability transfers for this product, the hypothetical transaction is based on 
assumptions in active markets for similar risks (derivative market). 


III. Mortgage Loan Warehouses 

• Background 

The Firm purchases and originates mortgage loans for securitization. Types of 
mortgages include: Agency mortgages (conforming mortgages sold to GNMA, 
FNMA and/or Freddie MAC) Alt-A, Alt-B, subprime and commercial 
mortgages, 

• Valuadon Premise 

The unit of account is the mortgage loan. Mortgage warehouse loans arc 
valued using an in-use valuation premise as maximum value, for a mortgage 
loan expected to be securitized, is derived when combined with other such 
loans. 


Relevant Market 

The principal market for a product or instrument is the market in which the 
Firm transacts with the greatest volume or level of activity. The securitization 
market is the principal market for mortgage warehouse loans as securitization 
is the primary exit strategy for the Firm. 


Valuation/Measufement 

Fair value is based upon observable pricing of asset-backed securities with 
similar collateral and incorporates adjustments (i.e,, reductions) to these prices 
to account for securitization uncertainties including portfolio composition, 
market conditions and liquidity. 
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Valuation technique 

Ail mortgage warehouse loans should be priced using a mock securitization 
(bond execution) basis, which is a market approach valuation technique. 
Under this approach, structuring models (combined with Rating Agency 
modeling approaches) are used to create representative deal structures, 
including bond levels by rating with bss coverage amount and reflect the 
“offer” side of the market where the securitization lake out occurs. 


IV. Mortgage Servicing Rights 

• Background 

Mortgage servicing rights (“MSRs”) represent rights to receive cash payments 
in connection with performing the tasks required to service pools of previously 
sold mortgage loans. These cash payments include, but are not limited to, 
negotiated servicing fees, interest earned on escrow balances, late fees, and 
float earnings on principal/interest payments. 

• Valuation Premise 

Pooling of MSRs maximizes value to the market participants by both creating 
less uncertainty in the cash inflows and permitting the market participant to 
benefit from cost synergies that occur in servicing more mortgage loans. As a 
result of these benefits, market participants see more value for MSRs that are 
pooled in a portfolio than they would for individual servicing contracts. 
Consequently, the highest and best use of MSRs from the perspective of 
marketplace participants is in-use. 

• Relevant Market 

MSRs arc not traded actively with readily observable prices; sales arc typically 
negotiated and brokered privately between entities. Trading volume is 
infrequent and unlike the brokering of a financial asset, the entities transactm| 
must have a servicing platform and be able to perform the required servicing.* 
Sales of MSRs are also subject to approval by investors in the mortgage- 
backed seettrities issued when the underlying loans were securitized. Based on 
the above, the principal market for MSRs, for the Firm, is a hypothetical 
market where ie market participants have extensive servicing capabilities and 
benefit from certain cost economies of scale. 


The valuation of MSRs is generally estimated by calculating the present value 
of the estimated net future servicing cash flows to be received over the life of 
the servicing contract. The net cash flows are comprised of servicing revenues 
less related costs of servicing. The maximization of MSR value must either 
increase the cash inflows or decrease the costs of servicing. 
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APPENDIX B 


JPMC Implemenlation of DVA 

(Sec also discission of liability considerations in Section IV.C. of this policy.) 

In order to incorporate the eifect of changes in the Firm’s creditworthiness in derivative 
valuations, and because there is no industry standard for such calculations, the Firm 
developed its DVA methodology utiliang assumptions that it believes other market 
participants would use to value liabilities due by the Finn. 

Specifically, the Firm leveraged its cuirrait Credit Valuation Adjustment (CVA) 
methodology used to calculate and record the effect of counterparty credit risk for 
derivative receivables. The CVA is derived by calculating an expected positive 
exposure (EPE) at time of counterparty default (including certain collateral 
assumptions) and applying to it the counterparty’s credit spread or a proxy thereof and 
a standard default recovay rale to arrive at an adjustment for credit. Similarly, DVA is 
calculated as expected negative exposure (ENE) x JPMC’s market credit spread and a 
standard recovery assumption. Details for each of these key inputs follow, 

Expected Negative Exposure fENE> 

The basic building block for DVA is Expected Negative Exposure (ENE); that is, what 
the Firm would expect to owe derivative counterparties at the time of its default. This 
is computed by first generating possible scenarios’ of underlying market factors and 
averaging over all portfolio maricet-to-inarket values, treating positive values as zero. 
These scenarios take into account the impact of legally enforceable netting agreements 
and existing collateral agreements with the counterparty as well as collateral 
agreements which are probable of being enacted in the event of a significant 
deterioration in the Firm’s credit standing. 

Legally enforceable netting agreements 

The Firm has master netting agreements in place with virtually all derivative 
counterparties. Upon default or termination of any one contract, a master 
netting agreement provides for the net settlement of all contracts with the 
counterparty through a single payment in a single currency. The netting 
provisions in the agreement are legally enforceable and as such would serve 
as a mitigant (a reduction) to ENE to the extent that the Firm had positive 
exposure to the respective counterparty for other derivative contracts, An 
important assumption that the Firm m^es for both CVA and DVA is that the 
Firm would net settle all deals where possible. The Firm believes that this 
assumption is well corroborated by its behavior and the behavior of other 
market participants. The Firm also believes that the incorporation of netting 
agreemenis into the DVA calculation is supported by paragraph 15 of 
Statement 157 which indicates that the terms of credit enhancements related 
to a liability should be incorporated in the value of that liability. Although it 
deals with presentation, Paragraph 21 of FIN 39 also acknowledges that 
credit risk is best reflected by net amounts under a master netting agreement. 
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Existing collateral arrangements with counterparties 

Consistent with the Finn’s approach regarding master nertbg agreements, 
the Finn incorporates the ^istence of collateral agreements in deriving the 
ENE. The Firm assumes that a counterparty to which an assignment was 
being made would demand credit protection comparable to that obtained by 
the transferor, thus requiring reflection in the exit price. 

Probable collateral arrangemertis 

In an idiosyncratic default scenario, the Firm also considers the probability of 
new credit enhancemrats being required at the time of the credit event.® This 
assumption impacts the exposure (ENE) to the Firm’s counterparties as the 
Finn’s credit detcriorales. 

As the Firm heads to default icBosyncratically, in order to maintain its 
derivatives franchise the Firm would Hkely be required by its counterparties 
to either enter into unilateral collateral agreements where there are none, or 
to renegotiate existing collateral agreements to terms more favorable to the 
Finn’s clients. For modeling purposes, the assumption is that a unilateral 
collateral agreement, in favor of the client, would be put into place. 
Consideration of the impact of probable credit enhancements within the 
valuation appropriately prevents the recognition of a gain that would not be 
realized due to the imposition of a new collateral agreement. 

While it is clear that derivative counterparties impacted by the Finn’s credit 
deterioration would request additional credit support, there is also evidence 
suggesting that market participants faced with a call for additional collateral 
would also respond by posting collateral in order to protect their derivative 
franchise. The Firm notes that several firms have established AAA-rated 
entities to house their derivatives activity for precisely this reason. 

JPMC Credit Spread 

The second major component of the DVA calculation is the Finn’s credit spread. An 
observable market indicator of the Firm’s credilworthia^s, the credit spread is the sum 
of (a) the market risk premium (reflecting ihe market’s perception of the Finn’s credit 
risk or the systemic risk) and (2) the real probability of default (the idiosyncratic entity- 
specific risk factor). 

The Firm currently uses counterparty credit spreads from the credit default swap 
market to calculate the CVA. Credit default swap spreads assume a recovery 
assumption. Many of the Firm’s competitors also use credit spreads to assess the credit 
risk associated with counterparty receivables. It is therefore reasonable to assume that 
market participants would similarly include the Firm’s observable credit spread as a 
key input in derivative valuations. 

The Finn’s CVA methodology is based on the best evidence of how sophisticated 
market participants value the credit risk inherent in derivative transactions. The DVA 
methodology applies the same logic where the Firm is in a payable (versus receivable) 
position. In order to validate the reasonableness of the methodology and how credit 
would be considered in the transfer of a liability, the Finn considered recent 
transactions where the impact of the counterparty’s creditworthiness was clearly 
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considered in the unwind price of a derivative receivable. The Firm believes that where 
an entity is required to assess its own creditworthiness for liabilities which it records at 
fair value, an adjustment similar to that ^ipUed for counterparty creditworthiness is 
appropriate and, although based on limited historical evidence, supportable. The Firm 
believes that this methodology will also be validated by the pricing of future 
unwinds/assignments and as such, flie Finn believes that its calculation of DV A — the 
product of the ENE, the JPMC credit spread, and a standard recovery rate — produces 
an exit price consistent with that draived by a market participant. 

Other considerations - DVA for structnred notes 

In order to assess nonperfonnabce risk foT'structured notes, the Firm leveraged the 
current DVA methodology applied to derivatives with limited modification. 
Modifications were based on the rollowing: 

• Cash flows on derivatives may be either positive (inflows) or negative 
(outflows), whereas cash flows on a structured note are all outflows. As a 
result, for structured notes, the equivalent of the ENE (within the derivative 
calculation) is the libor flat discounted cash flows for the note. 

• Due to operational constraints, the DVA methodology for structured notes 
assumes that there is only one cash outflow which happens at maturity, similar 
to a zero coupon note. 

The DVA methodology for structured notes is based on readily available information 
(data) for the underlying structured notes. The data required is; 1. fair value of the 
structured note in its entirely (excluding the impact of the Firm’s credit) and 2. the 
expected maturity of the instrument.^ The methodology calculates an adjustment to the 
fair value based upon the Finn’s survival probability at the expected maturity date of 
the instrument. The formula is as follows: 

DVA = FV • (1.SP(EM,RR))*(1-RR) 

• FV; the model-based fair value of the instrument as reported on the Firm’s 
books and records (exclusive of the Firm’s credit spread). The fair value 
represents the expected negative outflows as described below. 

• SP(EM,RR) is the Finn’s survival probability at the note’s expected maturity 
EM, which is the equivalent of the JPMC credit spread X a recovery rate RR, 

The Firm's use of CDS spreads to calculate the DVA for structured notes is principally 
based on the substance of the iostruroents being valued. Structured notes can be 
viewed as funded derivatives or hybrid instruments that are similar in many ways to 
derivatives. As market participants within the hypothetical wholesale market for 
structured notes would include other dealers; and as other dealers generally incorporate 
an adjustment for credit risk into the fair value (exit price) of derivatives using 
liquid/obscrvablc CDS spreads; the Firm has consistently used CDS spreads to value 
similar risks within the structured note population. 
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APPENDIX C 


Nonrecurring Fair Value Measurements 

Certain assets, liabilities and unfunded commitments arc measured at fair value on a 
nonrecurring basis; that is, the instruments are not measured at fair value on an ongoing 
basis but are subject to fair value adjustments in certain circumstances (for example, 
when there is evidence of an impairment or there is a lower of cost or fair value 
adjustment.) 

Examples of instruments that are sfubject to nonrecurring fair value adjustments 
include; 

• Held-for-sale loans or commitments carried at lower of cost or fair value; see 
Corporate Accounting Policy #2-0604, “Commercial Lending Facilities.” 

• Held-for-investment (accrual) loans that are impaired and are written down to 
fai r value based on the fair value of the underlying collateral, or based on an 
observable market price; see Corporate Accounting Policy #2-0611, 
“Allowance for Credit Losses.” 

• Equity investments accounted for either at cost or under the equity method; see 
Corporate Accounting Policy #2-1005, “Investments in Nonmarketable Equity 
Securities.” 

« Goodwill and other intangible assets; sec Corporate Accounting Policy #2- 
1004, “Intangible Assets and Goodwill.” 

• Long-lived assets including real estate, fixed ^sets, assets under operating 
leases, and capitalized software; sec Corporate Accounting Policies #s 2-0701 
to 2-0705, “Premises and Equipment.” 
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ENDNOTES 


' The fair value option may also be applied to selected unrecognized firm commitments and 
written loan commitments. 

^ An orderly transaction assumes exposure to the market for a period prior to the measurement 
date to allow for marketing activities that are iKual and customary for transactions involving 
such instruments; it is not a forced transaction (for example, a forced liquidation or distress 
sale). 

^ Valuation techniques may include: 

Market approach 

The market approach uses prices and other relevant information generated by market 
transactions involving identical or comparable assets or liabilities and may include use of 
matrix pricing or market multiples derived from a set of comparables. 

Income approach 

The income approach uses valuation techniques to convert future amounts (for example, cash 
flows or earnings) to a single present amount (discounted). Valuation techniques include 
present value techniques; option pricing models, such as Black-Scholes-Merton formula (a 
closed-form model) and binomial model (a lattice model) which incorporate present value 
techniques, and the multi-period excess earnings method, which is used to measure fair value of 
certain intangible assets. 

Cost approach 

The cost approach is based on the amount that currently would be required to replace the 
service capacity of an asset (otherwise known as current replacement cost) 

* The examples provided are generalized across asset classes. Classification within the valuation 
hierarchy is based on a review of the products and the related facts and circumstances including 
the signifjcance of any unobservable inputs to the valuation methodology. 

* Within this appendix, the term “structured aotc“ is used to refer shuctured notes, structured 
repo and structured resales. 

* Another consideration is that even for an entity with servicing capability, the size of the 
servicing operations may not provide adequate economies of scale in its own servicing cost 
structure. 

’ The final ENE is a weighted average of the results from the two default scenarios (a systemic 
default and an idiosyncratic default). 

* In the systemic default scenario it is much less clear that the Firm's counlerpanies will be able 
to impose or change collateral agreements in their favor, thus incremental collateral has not 
been considered. 

® Underlying data collected from the businesses include carrying value, expected maturity and 
Legal Entity (to determine the application of the bank versus bolding company spread). 
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From: Williams, Julie 

To: Curry, Thomas 

CC:, Nash, Paul 

Sent: 6/29/2012 3:15:58 AM 

Subject: JPMC Trades arid the Volcker Rule Proposal 

Attachments: JPMC Application of Voicker RUe.docx 


I'm attaching a draft memo that addresses the question you raised re how the Volcker Rule statute and proposed 
regiiations woiJd apply to tte JPMC trading acHvities in the news. Td welcome talidng more about this. My big 
take-av\ay is that trying to capture what is okay and not otey with detailed regulatory requirements is futile and 
ineffective. There is a crucial role for supervisory judgments that needs to be escalated. 
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From: Venkatakrishnan, CS <cs.venl<atakrjshnan@jpmorgan.a)m> 

Sent; Mon, 02 Apr 2012 21:53:53 GMT 

j Hogan, John J. <John.J.Hogan@jpmorgan.com>; Goldman, Irvin J 

' <irvin.j.goldman@jpmchase.com>; Bacon, Ashley <Ashley.Bacon@jpmorgan.com> 

CC; Vigneron, Olivier X <o!ivier.x.vigneron@jpmorgan.com> 

Subject; FW: CIO DAY 1 


John/Ashley/lrv: Below is an update from Olivier. One source of mode! difference is that the capital models operate at the 
level of individual names but the CIO's desk models operate at the level of indices — so the effect of name concentrations 
may be captured differently. We are pursuing the impact and further modeling of this. VenVat 


From: Vigneron, Oiivier X 
Sent: Monday, April 02, 2012 3:15 PM 
To: Venkatakrishnan, CS 
Subject: CIO DAY 1 

Hi Venkat, 

Main takeaways: 

• Book comprises index trades only {tranches+ plain indices). All modelling done on the index spread, single names are 
assumed homogeneous and homogeneous pool model is then used to price tranches and generate index delta. 
Historical regression also gives them a beta adjusted delta for HY vs IG. 

• Key takeaway 1: approximation arour:dthe dispersion of single names a key source of discrepancies when submitting 
portfolio to large single name shocks {as does IRC/CRM). More work to quantify impact of this approximation. 

« Key takeaway 2: we need to load the book on a ‘bottom up" single name modelling approach that can give single 
name default exposures, as welt as a CSW computation that is comparable to the Credit Trading desk for example. 

Actioti points: 


• To discuss modelling merits of CIO and its feedback on our IRC spread modelling with the model research group (will 
start with Matthias A. who has been involved by Anil). 

• To model in Lynx (toot developed by credit trading team) the CIO portfolio. Preliminary dummy trades loaded. Tool Is 
ring fenced {i.e. only i will have access). However I will check with Javier before loading the real notionals tomorrow 
that he is fine for me to go ahead with this. 

Risk 

On my CSW estimate sent yesterday for March 7**' position, i missed the Xover trades, here is the updated estimate when 
including them: 


Estimated All Tranches: 
Estimated CDX indices: 
Estimated ITRX Indices: 
Estimated HY CDX; 
Estimated FinSub + Xover: 


.45m CSW 
•350m CSW 
-280m CSW 
+400m CSW 
+150m CSW 
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Total; -125m CSW long (March T***) 

Face notional by maturity buckets and 16/HY spBt. 

25bn short in lY iG 
ISbn short in 2Y HY, 

17bn short 5YHY 
135bn tong in 5Y iG 

Olivier 


From: Venkatakrishnan, CS 
Sent: 30 March 2012 22:30 
To; Vlgneron, Olivier X 
Subject: FW: CIO 10% CSW 

Please see below and let's make sure we speak daily on this! Merct, Venkat 


From: Hogan, John 2. 

Sent: Friday, March 30, 2012 5:28 PM 
To: Venkatakrishnan, CS 
Subject: RE: CIO 10% CSW 


OK thanks Venkat-— keep me posted please 


From: Venkatakrishnan, CS 
Sent: Friday, Mar* 30, 2012 5:27 PM 
To: Hogan, John 3. 

Subject; CIO 10% CSW 

John: CIO’s 10% CSW by my group's model estimate is long 245mm of risk; their own models (run by Weiland) quote $145mm. I 
don't understand the difference in the models and don't know how good a measure of risk 10%CSW is for their book. But I spoke 
to Ashley and we agree that 1Q%CSW has been trending up for CIO, by either their model or ours. Once Olivier spends time in the 
portfolio, we should get a better idea. I also sense from speaking with Javier that CIO are worried that they may now have to s hed 
tranche risk in a tight market. I don't know bow real this worry is but I warrted to make you aware. I wiii get a dally download 
From Olivier and keep you and Ashley posted (Ashley is out ne)rt week). I may myself go to London mid-week. Venkat 


Please see the CSWIO results for original CIO portfolio and the split portfolio for March 21**. 


Cotp Portfolio 
COB 

CSW10 (MM) 


10-Jan-12 

7.2 


le-Jan-IZ 25-Jan-12 H-Jan^lZ 2B-Feb-12 21-Mar-12 

73.7 80.6 62.2 150.1 245.2 


21‘Maf-12 


Corp CIO Index Combined 
Portfolio Portfolio Portfolio 


CSWIO (MM) 


245.2 252.8 


7.6 
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This folJowing is based on the latest split I received from Patrick Hagan this morning. 


21-Mar-12 

C8W10 (MM) 


Corp 

Portfolio 

245,2 


CiO Index 
Portfolio 
213.S 


Combined 

PortfoBa 

31.7 


From; Huang, Yuan X 

Sent: Friday, March 30, 2012 10:02 AM 

To: Venkatakrishnan, CS 

Cc: Jia, Keith 

Subject: FW: Mar-21 risk report for CIO and benchmark indices 

We have the CSWIO results for a few days (see row 24 "Spread_10PcntUp'’). If the date you are interested is not included (ex, 
Mar-7*'^), we can generate the results in about half an hour. 

Regards, 

Yuan 


From: Jia, Keith 

Sent: Thursday, March 29, 2012 11:46 AM 
To; Huang, Yuan X 
Cc: Bangia, Anil K 

Subject: RE: Mar-2i risk report for QO and benchmark indices 
6-day risk report. 


From: Huang, Yuan X 

Sent: Wednesday, March 28, 2012 2:56 PM 

To: Jia, Keith 

Cc: Bangia, Anil K 

Subject: Mar-21 risk i^»rt for CIO and benchmark indices 
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MEMORANDUM 


Comptroller of the Currency 
Administrator of National Banks 

Washington, DC 20219 

To; Patti Spellacy, Congressional Affairs Specialist 
From: Michael L. Brosnan, Senior Deputy Comptroller, Large Bank Supervision 
Date: *’*N\A** 

Subject: Response to Senate Banking Committee; Large Bank Supervision 


Purpose 

This memo responds to your request for information to complete the hearing record for the 
United State Senate’s Committee on Banking, Housing, and Urban Affairs in regards to the 
Comptroller’s testimony before the committee on June 6, 2012. 

Response from Large Bank Supervision 

Questions for the Honorable Thomas J. Currv» Comptroller of the Currency, Office of the 
Comptroller of the Currency^ from Senator Vitter; 

1 . At what point in Oie process of JPMorgan making this trade and the public reporting of 
the losses did the OCC examiners become aware of this trade? 

The OCC knew the bank was planning to modify its position; however, we were not fully 
aware of the manner in which management chose to do that, or the rapid build-up in the 
size or complexity of the bank’s CDS positions in the first quarter of 2012, Bank reports 
did not initially ftilly identify and convey measurements of the change in risk, and bank 
executive management did not understand the full impact of the new exposures, 
Unexpected losses were first identified in late March. The CEO of the CIO explained 
that these were an anomaly in market prices and that the market would “raean-revert.” 
Profit and loss volatility increased in early April leading up to the “London Whale” 
article on April 6, 2012. We spoke with bank management various times in April and 
obtained more detailed information on the position as press reports appeared about its 
positions in the market. At the time, management indicated the situation was managed 
and under control. Wc advised bank management to keep us informed and notify us of 
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materia! changes. The OCC began discussing additional follow up actions. From that 
time forward, the losses became larger and die explanation of market anomaly was less 
viable. On May 4, management contacted the OCC EIC to notify him of the changed 
assessment and the magnitude of losses realized during the second half of April. 

2. Does the OCC examine each of these trades as they occur? If not, how does the OCC 
monitor the risk that the banks it supervises is undertaking? 

The OCC does not examine individual trades (or loans) as they occur. Our role is not to 
approve or manage the bank’s risk positions. Rather, we assess the risk management and 
controls over the bank activities. Large banks assume varied and complex risks that 
warrant a risk-oriented supervisory approach. Under this approach, examiners focus on a 
bank’s risk appetite and the limits and controls that are designed and implemented to 
identify and control the risks they assume. The OCC recognizes that banking is a 
business of taking risks in order to earn a profit. However, when risk is not properly 
managed, the OCC directs bank management to take corrective action. In ail cases, the 
OCC’s primary concern is that the bank operates in a safe and sound manner and 
maintains capital, reserves and liquidity commensurate wth its risk. 

Bank management is responsible for managing risks. The OCC focuses on whether a 
bank has a sound risk management system. A sound program will identify risk, measure 
risk, monitor risk, and control risk. 

Through a combination of discussions with management supported by review of Board 
and management reports, examination activities are targeted based on assessment of risk. 
OCC examiners evaluate policies, procedures, activities and performance. 

In this case, the bank had an experienced management team with a long history of 
satisfactory performance. However, a rapid change in risk-taking behavior by the line of 
business (and risk management and measurement tools that were insufficient for and not 
consistent with the risk being taken) resulted in failure to identify and manage the higher 
risk exposure. The CTO activities were not, historically, considered to be high risk and 
the bank’s primary CDS activities as dealer are in the Investment Bank, not tbe separate 
and distinct CIO. The CIO’s historical mandate had been primarily to manage interest 
rate and other bank wide risks and invest the excess of deposits over loans in various 
investment securities. The limit and control infrastructure of the CIO was not built for 
the type of activity and trading volume in synthetic credit positions that occurred in the 
first quarter of 2012. What occurred was a rapid change in the risk behavior and risk- 
taking that the existing control infrastructure was not able to identify or manage. 

3. How many trades does JFMorgan have of this magnitude and what are the possibilities, 
given Europe and a softening domestie economy that a number of these bets go bad at the 
same time? 
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Trading in these instruments historically occurs primarily in the Investment Bank, where 
the controls are appropriate for the risk and activity. We do not believe that other such 
significant positions exist in the company. Stress testing for a variety of stress scenarios 
occurs regularly, and bodi European and domestic considerations are among those 
analyzed. 
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Questions for the Honorable Thomas J. Currv. Comptroller of the Currency, Office of the 
Comptroller of the Currency, from Rankine Member Shelbv: 

1. In the wake of the JPMorgan loss there has been a lot of discussion about hedging 
activities. Many financial institutions devdop hedging strategies with interest rate and 
credit derivatives to hedge volatility. 

a. What is the oversight process for banks who hedge risk and how are these hedges 
examined? 

As hanking is a risk taking business, we fiilly expect that banks will take actions to 
reduce or eliminate unwanted risk exposures. Hedging actions can take place on a 
transaction-by-transaction basis, or on a portfolio basis. Transaction hedging is easier 
to define and understand as one can see Ae risk additive transactions being offset by 
risk reduction transactions. 

The concept is the same for portfolio hedging, but the measurement of the correlation 
between the portfolio of risk and the hedge is more difficult to document, as the 
hedging instrument is not always the specific offset to the underlying risk. Similar to 
transaction hedging, we look to understand the nature of the portfolio of risk, how its 
value changes with price or rate changes. We tiien look to see how the hedge 
performs in similar situations. We expect bank reports to document and support a 
strong negative correlation between the risk position and die hedge. 

b. How do you determine whether a particular activity is or is not really “hedging”? 

A hedge position must be offsetting some existing risk exposure. Bank risk reports 
need to identify the underlying position and document its sensitivity to price or rate 
movements. 

2. Given the complexities identified during the hearing with determining whether or not a 
trade is a hedge or a proprietary trade, it appears the real issue is whether a trade threatens 
the safety and soundness of the bank. 

a. How do you determine whether the trade presents risks to the safety and soundness of 
a hank? 

A trade (or trading position consisting of multiple trades) would present risks to the 
safety and soundness of a bank if the loss exposure materially impacted the earnings 
and capital of Che bank. We evaluate risk measures, position reports, and limits 
(including VAR and others established to guard against illiquid or concentrated 
positions) to ensure that the risk appetite is reasonable and would not pose a material 
threat to earnings or capital. Controls should also be in place and be tested regularly 
to ensure that risk-takers operate within their limits. 
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Based on the information available at tiiis time, JPMC’s earnings arc capable of 
absorbing the potential losses firom ite trading positions with no adverse impact to 
capital. The potential losses do not pose a threat to the solvency of the bank. 

b. If a trade does present such risks, what authority do you have to stop or prevent the 
trade from occurring? 

The OCC has a wide-range of stq)ervisory tools that it can use to address an unsafe 
and unsound position that threatens the hank including a temporary cease and desist 
order. A tenr^jorary Cease and Desist Order is an interim order issued by the OCC 
pursuant to its authority under 12 USC 1818(c) and is used to impose measures that 
are needed immediately pending resolution of a final Cease and Desist Order. Such 
orders are typically used only when immediately necessary to protect the bank against 
ongoing or expected barm. A Temporary Cease and Desist Order may be challenged 
in U.S. district court within 10 days of issuance, but is effective upon issuance and 
remains effective unless ove^med hy the court or until a final order is in place. 
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Ouesrions for The Honorable Thomas J. Currv. Comptroller of the Currency. Office of the 
Comptroller of the Currency, from Senator Brown; 

During the June 6^^ hearing, Mr. Gruenberg agreed that '‘historically, including to the present 
day, the biggest risk of banking is the lending activity that is inherent to the banking process.” 

In testimony before the Subcommittee on Finanmal Institutions and Consumer Protection on 
May 9“^, the former Chief Economist of the Senate Committee on Banking, Housing, and Urban 
Affairs stated: 

“In a remarkably understated 2007 annual inspection report on Citigroup, the Federal 
Reserve Bank of New York observed that ‘[m]anagement did not properly identify and 
assess its subprime risk in the CDO trading books, leading to significant losses. Serious 
deficiencies in risk management and controls were identified in the management of Super 
Senior CDO positions and other suhprime-related traded credit products.’ By the end of 
2008 Citigroup had written off $38.8 billion related to these positions and to ABS and 
CDO securities it held in anticipation of constructing additional CDOs.” 

Testimony of Marc Jarsulic, Chief Economist, Better Markets, Inc., before the Senate Committee 
on Banking Housing and Urban Affairs Subcommittee on Financial Institutions and Consumer 
Protection, “Is Simpler Better? Limiting Federal Support for Financial Institutions” 9, May 9, 
2012 . 

According to accounts of the hearings held by the Financial Crisis Inquiry Commission, two 
witnesses agreed that CDOs were responsible for Citigroup’s financial difficulties; 

“[Former Citigroup chief executive Charles] Prince ultimately blamed much of Citi's 
problems on CDOs, which he said were coo:q)lex and entirely misimderstood. He said the 
company, its risk officers, regulators and credit rating agencies believed CDOs were low- 
risk activities. As it turned out, they resulted in $30 billion worth of losses... 

“[Former Comptroller of the Currency John] Dugan, too, put much of the blame on 
CDOs, partly as a way of defending his own agency. He said the bank, which the Office 
of the Comptroller of the Curteocy oversaw, did not damage the holding company, while 
Citi's securities broker-dealers, which managed the CDOs and were overseen by the 
Securities and Exchange Commission, were at fault. 

‘The overwhelming majority of Citi’s mortgage problems did not arise from mortgages 
originated by Citibank,’ Dugan said. ‘Instead, the huge mortgage losses arose primarily 
from the collateralized debt obligations structured by Citigroup's seciuities broker-dealer 
with mortgages purchased from third parties.’” 

Cheyenne Hopkins, iVb One Was Sleeping as CUi Slipped, AM, BANKER, Apr. 8, 2010. 
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Do you agree with the New York Fed, the former ComptroBer of the Currency, the former Chief 
Economist of the Senate Banking Committee, and foe former CEO of Citigroup that CDOs were 
a substantial cause of Citigroup’s financial difficulties in 2008, resulting in significant support 
from the federal government, including capital injections from the Treasury Department, debt 
guarantees from the FDIC, and loans from the Federal Reserve? 

Yes. Excessive risk-taking in sub-prime collatoalized debt obligations (CDOs) was a substantial 
cause of Citigroup’s financial difficulties in 2008. 
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Questions for the Honorable Thomas J. Carry. Comptroller of the Currency. Office of the 
Comptroller of the Currency, from Chairman Johnson; 

1. Mr. Curry, in response to my question during die hearing about the risk management of 
JP Morgan Chase & Co. (JPMorgan), you stated that the Office of the Comptroller of the 
Currency (OCC) is reviewing “what exactly transpired with the trading operation within 
the CIO ’s office, and. . . looking to make sure that there were appropriate limits and 
controls on those activities in that area and how they compared to other areas within the 
organization.” Two weeks later, you stated that “we do believe, as a preliminary matter, 
that there are apparent serious risk management weaknesses or feilures at the bank. 

We’re attempting... to continue to examine the root causes for those failures and to 
determine whether or not there are other weaknesses in the bank besides the CIO.” 

Do you have any further preliminary conclusions on your review of the hank’s risk 
management? 

What gaps have you identified as supervisors? 

Please provide additional detail about what you meant by “serious risk management 
weaknesses or failures at the bank,” 

How many staff members are ordinarily involved in supervising JPMorgan, 
especially with regard to the company’s risk management, and how many additional 
staff have you dedicated to this review? 

The OCC’s supervisory team includes approximately 65 full time onsite examiners who 
are responsible for reviewing nearly all facets of the bank’s activities and operations, 
including commercial and retail credit, mortgage banking, trading and other capital 
markets activities, asset liability management, bank technology and other aspects of 
operational risk, audit and internal controls, and compliance with the Bank Secrecy Act, 
anti-money laundering laws, and the Community Reinvestment Act. These onsite 
examiners are supported by additional subject matter experts from across the OCC. All 
these examiners arc essentially involved in supervising the risk management practices of 
JPMorgan as risk management systems are in place throughout the bank’s operations to 
identify, measure, monitor, and control risk. 

Wc have one dedicated examiner who directly oversees the CIO with support of a team 
of capital markets specialists representing 8 FTEs to review specific capita] markets areas 
depending on the topic. We have added staff on assignment from our London team, our 
Risk Analysis Division (quantitative experts), as well as received assistance from our 
Office of Chief Accountant. 
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When do you expect to complete your review? Do you have any further preliminary 

conclusions on your review of the bank’s risk management? What gaps have you 

identified as supervisors? 

Preliminary conclusions and gaps identified are as follows, although we continue to 

assess this matter: 

• Oversight of the Chief Investment Office was unsatisfactory. The board and 
management failed to ensure that an adequate risk management and control structure 
was in place. The control infrastructure was inadequately staffed and supported. The 
Board and executive management were unaware of the change in risk in the synthetic 
credit portfolio. 

• Traders built significant risk positions in tbe synthetic credit book over the course of 
the first quarter 2012, with most risk assumed in mid-to-late March. The book 
became very large, complex, illiquid, and difficult to manage. Risk will remain 
elevated for an extended period as traders work to reduce imwanted exposures. 

• Model control practices in CIO were unsatisfectoiy. The VAR model was poorly 
implemented and had not received final approval. Valuation control practices were 
unsatisfactory. Traders intentionally misstated closing prices to cushion losses mid 
month and month end control processes failed to identify mismarked position. 

• Risk Management was ineffective and irrelevant. Limits were inadequate for the 
nature of the risk. Business level limits were deemed inadequate hy management 
and, in effect, ignored. 

• Audit did not identify the lack of relevant risk limits nor the rapid increase in risk. A 
material control deficiency was reported for the first quarter prompting a restatement 
of earnings. 

• The company is implementing corrective actions. An entirely new CIO senior 
management group is in place and is undertaking an end-to-end review of all CIO 
processes and practices. Firm wide risk management and processes are also being 
evaluated and new committees and processes arc being put in place. 


Please provide additional detail about wbat you meant by “serious risk management 
weaknesses or failures at the bank.” 

Serious risk management weaknesses or failures at the bank that we had identified at the 
time of the hearing include, for example; 

• The rapid build-up of CDS positions in the first quarter of 2012 and bank reports 
that did not fully describe the change in risk resulted in bank management not 
understanding the full impact of tbe new exposures. 
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• The first line of defense fiiiled given the rapid change in the risk behavior and 
risk-taking by the line of business resulting in the inability to identify and manage 
the higher risk exposure. 

• The second line of defense, independent Rsk Management, was aware of the 
strategy being adopted and failed to ensure reporting that captured the risk these 
positions and establish appropriate risk limits. 

• The third line of defense, internal audit, foiled to identify the rapidly growing 
positions being taken in the first quarter that resulted in the losses during its first 
quarter review. 

• The unanticipated risk exposure cast doubt on tlte effectiveness of the bank’s 
model validation process and the independent review process, specifically its 
updated Value at Risk (VAR) model. However, the VAR model is only one 
measure of risk and it was not designed to control an active trading desk or the 
positions undertaken by the CIO in 2012. Separate and distinct limits are needed 
to identify, measure, report, and control other risks and these limits were 
inappropriate for these activities. The limit and control infi'astructure of the CIO 
was not built for the type of activity and trading volume in synthetic credit 
positions that occurred in the first quarter of 2012. 

How many staff members are ordinarily involved in supervising JPMorgan, especially 
with regai^ to the company’s risk management, and how many additional staff have you 
dedicated to this review? 

The OCC’s supervisory team includes approximately 65 full time onsite examiners who 
are responsible for reviewing nearly all facets of the bank’s activities and operations, 
including commercial and retail credit, mortgage banking, trading and other capital 
markets activities, asset liability management, bank technology and other aspects of 
operational risk, audit and iotemial controls, and compliance with the Bank Secrecy Act, 
anti-money laundering laws, and the Community Reinvestment Act, These onsite 
examiners are supported by additional subject matter experts from across the OCC. All 
these examiners are essentially involved in supervising the risk management practices of 
JPMorgan as risk managemeoi systems are in place throughout the bank’s operations to 
identify, measure, monitor, and control risk. 

We have one dedicated examiner who directly oversees the CIO with support of a team 
of capital markets specialists representing 8 FTEs to review specific capital markets areas 
depending on the topic. We have added staff on assignment from our London team, our 
Risk Analysis Division (quantitative experts), as well as received assistance from our 
Office of Chief Accountant. 

When do you expect to complete your review? 
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We expect to have largely completed our review by early August, though we also expect 
to still have follow-up on certain issues beyond that timeframe. 

2. In testimony, you stated that “in hindsight, if the reporting were more robust or granular, 
we believe we may have had an inkling of the size and potential complexity and risk of 
the position.” You also stated before this Committee, that the “concentrated nature of the 
trading and the illiquidity of [the trading] are red flags that are clearly apparent now.” 
What requirements or guidelines does the OCC have for granularity of reporting, and 
what does the OCC plan to require in the future as a result of these events? What role do 
concentrations and liquidity of positions play in your assessment of trading risks, and 
how will the OCC ensure that it can capture such red flags in its supervision? 

What requirements or guidelines does the OCC have for granularity of reporting, and 
what does the OCC plan to require in the future as a result of these events? 

We expect risk reports to accurately present the natme and level(s) of risk taken and 
compliance with approved limits. 

What role do concentrations and liquidity of positions play in your assessment of trading 
risks, and how will the OCC ensure that it can capture such red flags in its supervision? 

We consider both concentrations and position liquidity when we assess trading activities: 
We expect that risk limits and controls fully address the nature of risks being undertaken. 
In instances where there is limited market liquidity, or excessive concentrations, we 
expect limits to address the risk and that appropriate valuation adjustments are made, 

4. You indicated that because you may not have been given adequate or accurate 
information by bank management, your supervisory abilities were limited, and that 
“quality supervision is dependent on the quality of information available to examiners.” 
What is the role of institution-generated information in your agency’s assessment of an 
institution’s risk management? Please describe the process and importance of how your 
agency independently verifies that any information a company provides is accurate. 

The role of institution-generated information in the OCC's assessment is critical in our 
assessment of the bank’s risk profile and risk management processes. We assess 
management’s process to develop and maintain management information systems (MIS) 
that will enstire information is timely, accurate, and pertinent. This assessment not only 
includes the processes to develop and test new MIS, but also the reliability of this 
information through the bank’s quality assurance process at the line of business level and 
the independent reviews performed by the bank’s Risk Management and audit functions. 
We check to confirm that the scope and frequency of these independent reviews include 
verification procedures for the quality of MIS. In addition, the examiners flirou^ 
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ongoing supervision and target examioatioDS perform transactional testing that confirms 
the accuracy of critical MIS relied upon by bank management and tbe regulators. 

Clearly there were fails in all these aspects of financial and risk reporting and control. 
There should have been on-going review by the bank’s risk management and audit 
functions that at least flagged this area for higher-level attention as it changed during the 
first quarter. 

You stated before this Committee that “it docs not appear that the [OCC] met the 
heightened expectations” of “strong risk man^ement and audit.” Please explain what 
these heightened expectations are, and what steps you are taking to ensure the OCC 
raeete them. 

The comptroller’s intent was that the iont did not meet the OCC’s heightened 
expectations for strong risk management and audit functions. The OCC set higher 
expectations for our large banks as part of our lessons learned from the financial crisis. 
The comptroller described the OCC’s heightened expectations in his testimony before the 
U.S. Senate’s Committee on Banking, Housing, and Urban Affairs on June 6, 2012, 
including comments on strong risk management and audit. We have communicated the 
importance of meeting these expectations to our large banks and their Boards of 
Directors. We are monitoring, evaluating, and discussing with bank management the 
batik’s progress in working towards the heightened expectations and we use the following 
rating table and scale each quarter: 


1. Board Willingness to Provide Credible Challenge 

■■■ 

2. Talent Management and Compensation 


3 . Risk Appetite - Defining and Communicating Across the Company 


4. a. Development and Maintenance of Sfrong Audit Function 

b. Development and Maintenance of Strong Risk Management Function 


5. Sanctity’ of the National Bank Charter 



Rating scale (A-D) for each of the five heightened expectations. 

• “A” indicates the expectation is met 

• “B” indicates the expectation is generally met, or is anticipated being met within 12 
months, 

• “C” indicates material stq)s remain to meet expectation but managemenl has 
demonstrated a willingness and ability to meet the expectation. Completion expected to 
be greater than 12 months. 

• “D” indicates material steps remain to meet expectation and management is either 
unwilling or unable to meet the expectation in the near* to medium-tenn. 

The OCC will use its supervisory tools including informal or formal enforcement actions 
to ensure each large bank achieves a strong risk management and audit function. 
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5. At the Committee’s hearing where Jamie Dimon, Chairman of the Board, President and 
Chief Executive Officer of PMorgan testified, Mr. Dimon indicated that while the 
company has a compensation clawback policy in place, that authority has not been 
exercised. For the largest national banks the OCC regulates, are you aware of any bank 
exercising a clawback of compensation when major mistakes are made? Is it important 
for Boards of Directors of national banks to utilize their clawback authority to deter other 
employees from making the same mistakes, and correct some of the misaligned pay 
incentives we saw leading up to the recent financial crisis? 

We are not aware of the use of clawbacks to date in large national banks. As conveyed in 
the Interagency Guidance on Sound Incentive Compensation Policies (OCC Bulletin 
2010-24), the OCC believes Boards of Directors should use clawback authority under 
appropriate circumstances. JPMC notified us and subsequently has announced that it 
plans to clawback compensation from the individuals directly responsible for the CIO 
losses. The bank’s investigation into the matters is ongoing and additional clawbacks 
may be coming. The OCC will review these decisions to ensure they arc appropriate. 
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From: 

To: 

CC: 

Sent: 

Subject: 


Wong. Elwyn 

Waterhouse, Scott 

Crurrtish, Fred; Hohi, James 

5/11/2012 3:16:38 PM 

CDX iG Series 18 vs CDX HT vs CDX IG 9 


Hi Scott, 

Per your request: 

Based on my understanding, CiO was trying to pare dovwi their long protection(short credit risk) in HY. To do 
so, they would sell protection (long credit risk) 

They were of the opinion that HY was cheap and IG was rich. So they took the basis risk by continuing to be 
long HY protection arxJ short IG protection as a proxy. 

JPMorgan Research has the same opWon even on today's research piece: 


They went short protection on two things: IG series 9 and "IG others" (latter as described In their presentation 
to you) 

There are two new series every year. The current series number is 18 for both IG arxi HY. So IG series 9 was 
first traded 4 'A yrs ago in Sept 2007. These are static indices in that if names defaulted and for whatever 
reason IDSA eligible dealer poll decided to indude or exclude certain names in the next series, that 
composition of constituents varies from series to series. CIO said IG Series 9 had a few fallen angels wNch 
served as a good proxy for reducing their HY protection. 

IG series 9 would not be traded if not for the fact that tNs was the on-the-run series right in the middle of the 
financial crisis and so to this day people trade it for legitimate hedging of legacy positions. But dearty it is less 
liquid than Series 18 

The matter is further complicated by the only people willing to take the opposite side to buy protection 
referencing IG series 9 were hedge funds. They wodd only do it on forward basis; something Hke 9 months 
forward for 1 year (ending in 1 yr 9 months). The rationale for this is economy is zig-zagging right now with no 
imminent default but default will pick up further down the road when things slow down again So an off-the-run 
series, a known position and a forward, somewhat “bespoke” frade, did them in. 


Irrespective, here is a good general measure; 

CDX IG Series 18 trades on a spread basis with a 100 bp coupon . CDX HY series 18 trades on a price basis with a 
500 bp coupon. Convertir>g the latter back to yield: 


IG has blown out more than HY, if tNs relationship holds for JPM's long protection in HY and short protection in IG, 
they lose money. 3/27 was the first day Series 18 traded. The relative performance could be more marked going 
further back when these trades were put on. 

(Note: IG series 9 started in the days before the introduction of a coupon onto the index, So it was and is trading on a 
no coupon, spread basis.) 

( will see if I can find anyth’ng on liquidity or performance further badt. 

Elwyn 
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From? — 
To; 

CC: 

Sent; 

Subject: 

Attachments: 


Wong,- Elwyn- - 
Kamath, Jairam 

CrumMsh, Fred; Kirk, Mike; \rtfaterhouse, Scott; Hohf, James 

6/8/2012 1:53:20 PM 

FW: Weekly Capitai and RVU^ Schedule 

Capital & LTE Weekly 6-01-12.pcJf 


S^ahedoCruntSpcaRWAwt'* 



VsR (Reg) 

17 

Stress V. 1 R 

37 

IRC 

24 

CRM 

16 

MctRM 

96 


Hi Jairam, 

The above report has (new) carve-oii for the Credit Derivative Portfofio. It boks like it is a new tNng and in the 
footnotes it said it is sii^ject to revision anyway. 

Do you know if tNs Is something we could have gotten in the past? Reason I ask is because in the SEC briefing, CIO 
was known to be struggling to urxlerstand why RWA went up despite their risk “reducing" strategy and Verbal had been 
asked to help even as eariy as February. 

Yet... they were piling on trades particiJarly in Feb aryl Mar; 

1 retrieved from the last page of Daily Firmwide VaR Report (CIO section in Excel) 

CS01 excession (granted urvbeta adjusted CS01) — a Level 2 limit which requires Ina Drew’s and Irv Goldman’s 
signoff 

Jan 31: 184% , in excess for 17 days 
Feb 29: 507%. in excess for 37 days 
Mar 30: 937%. in excess for 59 days 

Limit is SSmil. Jan avg usage is $8.9 mil. Feb is $22 mil, Mar is $38 mil. It’s a monotonic increase 

Peter Wetland will be meeting us today at 2:00 pm and i will pose that questioa Hogan already said as it was not Level 
1, he did not see it. He agreed it was a serious breakdown. 

Elwyn 


Elwyn 


Frwn: Waterhouse, Scott 

Sent; Thursday, June 07, 2012 12:44 PM 

To: Cnjmlish, Fred; Wong, Elwyn; Kirk, Mike; Hohl, James 

Subject: FW: Weekly Capital and RWA Schedule 
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From; Giliis, David KF [mai!to:david. kf.giilis@jpmchase.com] 

Sent; Thursday, June 07, 2012 11:38 AM 

To; Dianne.Dobbeck@ny.frb.org; ’Needham, Catherine'; 'Arya, Om P.'; Watertiouse, Scott; Waterhouse (Regulator), Scott X 
Cc: Genova, Diane M.; Hill, Erin; Gunseiman, Gregg B 
Subject: Weekly Capital and RWA Schedule 


Confidential 


As requested, attached please find the JPMC Weekly Capital Update, Weekly RWA Update, and Spot 
Assets by LOB, dated 6/1/2012. These materials are subject to continuing interna! review. I will send 
you an updated weekly report tomorrow and each Friday afternoon thereafter. 

Please contact me at 212-648-0362 with any questions. Thank you. 


David Giliis 


David KF. Giliis 

Maiiagiiig Director & Associate General Comcel 


w * Redacted by the Pennanent 
SiibcoiiimNtec on investigatioM 


J.P. Morgan 


270 ParkAveinie. Ne^v York. Ne^v York 10017 
clavid,kf.CTilis'<V’.iDinorgaacom ( Ttl: 212-648,0.'^62 ) Cell: 



2 Fax: 917.46.V0170 


This conTiiintcaiion b for nfomiiliinal purpoass only. It is not rteiriisd as anoflworsolicitaCinnforilKputchsseor wfc ofam'frunciil insirunwrt was an official con&maEion of any 
tfansaclioa AJlniarkat price.?, data .wl other WotmoljQn .are not waTaaed as to cointkteness or aoctiacy anti are subbed to dungs wShoiXnotKs, ,^y coniwnis or slatemenls rude 
teeindo net Mcessnriy reflect those of iPMorjin Chase & Co., iia subsidhties and affitbtes. This transirtRsion may cortah hlbirwli'n ftut it privikged. confidential legally prkifcged. 
awl'ore»3ii5l fiorndkclosirB inder .applicahk bw. If wjuare ibI iheirlended recipML >co are hereby notified thaiariydRclosiiFT, copyrfr dhtrihntion, or we of the nfortnnii'n 
contaned h«ren<heiidinsan}T«l»ncs thereon) ss STRICTLY PROKIBITn). AUwugh thb transraisriwi .it»l anj-attachtBenls ,ve bebved to be free of tiny vw or othsr delectlh.it 
0^1 afleci any computer ayslein itio ivjticli it is recerv'sd and opened, it e the lespoiisihlay of the recipien tn ensure ihat 1 h virus See and rto respoiskiit;' * accepted by ITMorgan 
Chaae&Co..it)i aubaUiarbannd affibles. as j)ppb«bte. formykKSordarage.vengnanymyfinmc ine tr>i>ureceret<)ihhtraristnEsic>nst error. ple.i>e nrnedkite))' contact the 
sender tuid destroy the maiSTBl r its entireti'. whether n eleciioiK « hard copy tbcnwrt. Thank you. Phase telerto lop:''\v\v\v.|pin3rgaTicom'p.i9S8'd»elo)nires for discb.saes relatngio 
Eiropeaii hpd eniilhs. 
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Executive summary 



DRAFT (5/24/12) 


Trades 


n Bought protection €1 ,400mm iTraxx Main S17 5y 
B Bought protection $1 ,250 mm CDX IG SI 8 5y 
B Sold protection $495mm CDX HY S18 5y 


Summary ct^rnentary; 


a New trades decreased risk in 1 0%CSW terms by S5,2mm (new trade 
activity only, does not include changes due to market moves) tO 

» P4L $(e3)mm driven by; bO 

a Widening of S9 in US and Europe $(69)mm ^ 

B WideningofCDXiG912/17vs,OTR!GS185y ^ 

B Widening of iTraxx Main S9 vs. OTR S1 7 5y 
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(Smi-n) 

Notional 

SYeqv. 
OTR Eqv 

CS01 

Beta Adj. 
CS01 

10%CSW 

Syr eqv. 

DoD Change 

CS01 

CSW1 0% 

Change since 4/30/12 
CS01 CSW1D% 

EJeta"'*' 

CDXIG 

46.315 

59566 

(28.7) 

(32.6) 

(495) 

(750) 

0.4 

43 

9.9 

11.9 

1 00 

CDXHY 

(275) 

(20,626) 

7-0 

385 

443 

584 

(0.2) 

(13,2) 

(1.4) 

(is.i) 

5.50 

ITRAXXMN 

05.647 

25501 

(10.0) 

(162) 

(280) 

(1 ,762) 

0.8 

14.1 

12,0 

127.6 

1.50 

ITRAXX^D 

(8.437) 

P.052) 

2.7 

15.0 

185 

0 

0.0 

0.0 

(D.4) 

(1.5) 

5.50 

ITRAXXFIMSUB 

(2,016) 

358 

(0.2) 

(0.7) 

(11) 

0 

0.0 

0.0 

0.4 

13.4 

4.50 

Direct Single Name 

800 

531 

(0.3) 

(1.7) 

(21) 

531 

(0.3) 

(20,6) 

(0.3) 

(20.0) 

6.92 

Total 

’ COX/G SOSOSVoiejs Qbe/«cr0.5 

122,930 

57,249 ^ 

(29.9) 

2-9 

(170) 

(1,397) 

0.7 

(15.4) 

21.4 

122.1 



^ Table shown includes notional and risk factors for b^h Indices and tranches combined 

Note: Positive/Negative notional d^a denotes longfshort risk; PosItIve/Negative CS01 denotes shorl/iong risk 
Betas are computed off on the run IG (S16) 


Risk factorsUcob 5/24/12) 


Rsk Factors 


Underlying Directionality Curvo OTR/'OFR HG/HY Correlation ($/10% change) 
CS01 (Smm) CS01 ($mm) CS01 (Smm) CS01 (Smm) CS01 ($mm) Super Senior Equity/Mezz 


CDXIG 

(28.7) 

3.9 

7.8 

(22.4) 

_ 

(123.8) 

115.4 


Itraxx Main 

(10.8) 

- 

5.0 

(13.9) 

(10.8) 

(132,5) 

(33.2) 

Beta 

CDX HY 

7,0 

- 

(0.4) 

(0.0) 

7,0 

7.5 

38,7 

CDXHY/IG 6.40 

itraxx XO 

2.7 

- 

- 

_ 

2,7 

- 

- 

itraxx XO/Main 3.80 


Itraxx Finsub 

(0,2) 

- 

0.3 

_ 

(0,2) 

_ 


Subtotal 

(29.9) 

3.9 

12.7 

(36.3) 

(1,2) 

(248.8) 

120,9 


l.IVtarket summary^ (cob S/24/12) I 





Spreaid 


Basis to Theorelicai (bps spd) 

5/24/12 

5^3/12 

5^2/12 

4/30/12 

3/30/12 

S/23/12 

1w 

1m 

CDXIG 

SieSyr 

117.5 

116.5 

118.5 

94.7 

91,5 

(4.1) 

(3.9) 

1.7 


S9 Syr 

61.0 

86.4 

86.4 

66.1 

70.8 

(6-1) 

3,0 

9.5 


59 lOyr 

159.5 

159.2 

156.2 

119-4 

113.1 

(1.9) 

4.3 

13.7 

CDX HY 

SiaSyr 

670.0 

676.6 

674.8 

579-7 

578.9 

25.3 

(21.6) 

28,5 

ITraxx Main 

817 5-,^ 

174.5 

181.0 

171.5 

140.5 

125.0 

7,6 

0.4 

13.9 


S9 lOyr 

211.5 

218.0 

209.0 

170.5 

151.0 

(1.9) 

0.5 

16.2 

iTraxxXover 

517 5yi 

717.5 

743.0 

710.0 

65G.0 

613.0 

31.9 

(0.7) 

21.7 


Source; Market data - J.P. Mwgan Investment Bank (as of New York close) 

2 Estimated based on end of day levels, may fluctuate based on end-cf-day trading and voiatttity 
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Statisticol Stress (Snim) 


Historicsl Stress ($mni) 


retic credit RVVA(Sbn) 


VAR 95 TVeno l$n»tl) 


S2.222 S2.196 
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Summary of Synthetic Credit Book - historical stress 


^ Pricing to equilibrium: In addition, to„belovv':Tisk,faGtors,-some indices will lose value as they move from richness to fairness 
^ Synthetic credit book exposed to six risk factors - Each. factor represents a directional exposure 
m tn the short-to-medium term, these exposures can be partially mitigated - But not eliminated 




1 Hiblurikdl worst 
1 single day 

H HihluriLdt Aurst 
1 Single dtiy | 

1. Credit spread widening 

a If credit spreads widen across markets 



(Directionality) 

2. Maturity mismatch 
(Curve) 

^ If credit spreads of long-maturity positions get wider 
relative to short-maturity positions 

0mm 

89mm 

3. High Yield vs. Investment Grade 

R If high yield positions outperform investment grade 
positions relative to their portfolio weighting 

2,072mm 

1,441mm 

4. Illiquidity of older indices I 
Tranches 

R if credit spreads of the older index (the "off-the-run’' 
index) widen relative to more-recently issued indices (the 

43mm 

1 ,085mm 

(On-lhe-Run vs. OfMhe-Run) 

5. “Super senior” debt vs. “equity" 
positions (Tranches) 

more "on the run’" indices) 

a if there is an increase in the correlation implied between 
defaults among names within the tranches 

505mm 

505mm 

6. Default risk 

(Risk on individual names) 

St If credit events happen to companies for which we have 
"sold protection" 

NA 

NA 


Portfolio worst day 

i $2, 065mm 

j ; $3, 333mm i 


Sum of worst case 

i $2, 915mm 

j i $6, 320mm i 

INTERNAL USE ONLY 
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Summary of Synthetic Credit Book - statistical stress 


^ Pricing to equilibrium: Iri addition to:beipw. risk; factors, some indices will iose value as they move from richness to fairness 
m Synthetic credit book exposed to six risk.factors - Each factor represents a directional exposure 
ra In the short-to-medium term, these exposures can be partially mitigated - But not eliminated 



1. Credit spread widening a if credit spreads widen across markets 

{Directionality) 


$170mm S710mm 


2. Maturity mismatch 
(Curve) 


a if credit spreads of long-maturity positions get wider 
relative to short-maturity posiUofJS 


140mm 160mm 


3. High Yield vs, Investment Grade « If high yield positions outperform investmentgrade 

positions relative to their portfolio weighting 


1,080mm 810mm 


cc 

o 


4. Illiquidity of older indices / 
Tranches 

(On-the-Run vs. Off-the-Run) 

B If credit spreads of the older index (the ''off-the-run’ 
index) widen relative to more-recently issued indices (the 
more "on the run" indices) 

500mm 

1 ,400mm 

5. “Super senior” debt vs. “equity" 
positions (Tranches) 

n If there is an increase in the correlation implied between 
defaults among names within the tranches 

490mm 

490mm 

€. Default risk 

(Risk on individual names) 

o If credit events happen to companies for which we have 
“sold protection" 

291mm 

291 mm 


Est. total diversified 96% loss potential 

$1, 340mm | 

! $1, 860mm 
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Synthetic Credit risk factors details 


1 Sensitivity analysis 1 

Scenario 

Sigma ' 

Loss ($mm)T 

90.0% percentile 

1.28 

1,100 

; 95.0% percentile 

1.64 

1,340 I 

97.5% percentae 

1.96 

1,560 

99,9% percentile 

3.0S 

2,360 

Downside Case A’ 

N/A 

2,671 

Downside Case 

N/A 

4,415 


Assumptions behind analysis 


38 Credit spread widening (Directionality) - Net directional loss estimate assumes correlation based on lyr data 
is Maturity mismatch (Curve) 

ss Volatility measured as relative movement of longer maturity spread vs. shorter maturity spread adjusted for overall drift 
13 Combined across asset classes assuming zero correlation 


la High Yield vs. investment Grade 

a Volatility based on relative spread movement netted for overall directionality 
ss Assumes zero correlation between these differences for US and Europe 

a Illiquidity of older Indices/Tranches (On-the-run/Off-the run risk) 
s Series 9 is assumed as the off-the-run position 
B Risks are combined assuming zero correlation 

ss “Super senior" debt vs, “equity" positions (Tranches) - Risk factor based on extreme movements of correlation as seen 
during the credit crisis 

m Default risk (Risk on individual names) - Exposure based on comprehensive simulation of default risk using capital model 
s Diversified sum - All above risk measures combined assuming zero correlation 


' Diversified sum of 95.0% pBroentile; ^ Diverafied sum of 99.9% peroertila 
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s Curve exposure (Investment Grade CDX and iTraxx Series S)IG vs. HY 
m Investment Grade vs. High Yield (Compression) 

® Off-the-run index risk 
s Directionality 
B Tranche Risk 
s Default profile 
K Limits 

a Differences Summary 
a Daily trades {May 24, 2012) 
a Synthetic credit risk overview 
a Daily price testing - Index 
a Daily price testing - Tranche 
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Curve exposure (Investment Grade CDX and ITraxx Series 9) (cob 5/23/12) 


Risk depiction 


Commentary 


DRAFT (5/24/1 2) 



Curve exposure detail (10% esWj $mm) 


300 

200 

100 

0 

(100) 

(200) 

(300) 

(400) 

(500) 


Shoririsk 



Da ily ($000) WTD Since 4/30 

0 (95,059) (1,373,947) 

Above P&L based on an indicative attribution 
model end may not match representative 
trade P&L estimation 



Notional ($bn) 

Maturity Current DeltaAjj. ($mm) Spot DayChg. 
Dec. ’12 ($33) ($142) $456 $70 $2,1 

Deo, ‘17 47 56 (2,653) (396) (14,3) 

Net (466) (12,2) 



Sep-07 Sep-00 Sep-09 Sep-10 Sep-il 


($mm) Drc' 12 Deo '17 3ope His. Loss His Gain 
CS01 $7.0 (525.1) ($32.9) ($107) $4,861 

Spread 66bps ISSaps 73bps 76bps (75bps) 


PV 10%C5W($mm) 


Notional {€bn) PV 10%CSW($mm) 
Maturity Current Delta Alj. ($mm) Spot DayChg. 
Jun.'13 €17 (€31) $1,641 $78 ($1.4) 

Jun.'IB 13 27 (2,303) (377) (6.6) 

Net (454) (a.O) 




' PV represents balance sheet carrying value 
INTERNAL USE ONLY 



5ep-07 5ep-08 Sep-09 Sep-10 Sep-11 


(Stntn) Dec ‘12 Dec '17 Slope His. Loss His. Gain 
CS01 $5.0 ($17.3) ($22) ($201) $1,957 
^read 165bps 216bps 54bps 63bps (34bps) 

11 


B Our curve risk arises from the portfolio 
being short risk in lesser maturities (Pre 
Dec 2016) and long risk in greater 
maturities (post Dec 2016) 

B Our exposure to this is approximately 
SBmmm loss per bp in steepening in IG9 
with a forward long of$34mm 


(mm) 

Dec, ‘12 

Dec. '17 

Notional 

Volumes 

($32,723) 

$46,989 

1 Week Total 

8,603 

20,631 

IM Daily Avg, 

1,972 

2,314 

Since 4/30 

39,433 

41,900 

Days to Liquidation 
(20% dally avg. vol.) 

Q3 

102 


(mm) 

Jun.'ia 

Jun. '18 

Notional 

Volumes 

€16,912 

€12,985 

IWeek Total 

7,673 

2,214 

IM DailyAvg. 

1,171 

317 

Since 4/30 

22,542 

5,932 

Daye to Liquidation 
(20% daily avg. vol.) 

72 

205 
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Investment Grade vs. High Yield (Compression) (cob 5/23/12) 

j 

1 


Exposure* & P&L 


RibK depic 





CoinpiL lontxpt flirt dot iil 


Decompression 10%CSW 

$mm 

CDXiG 

(499) 

CDXHY/LCDX 

455 

(TRAXXMN/FiNSEN/SOVX 

(205) 

ITRAXXXO/FIN SUB 

174 


(Smm) 

CDXIG 

(S17/S18) 

CDXHY 

(S17) 

Maturity 

3/21^017 

12/20/2016 

Notional 

$47,727 

($7,101) 

CS01 

(22.2) 

2.4 

10%CSW 

(267,6) 

156.1 

C5W10%Chanae 
Close of Day 

6.1 

0.2 

Close of Week 

(162,2) 

(9.3) 

Since April 30 

(141,5) 

(6.7) 


($mn except 
notional) 

iTraxx MN 
(S16/S17) 

iTraxx XO 
(S16) 

Maturity 

3/21/2017 

12/20/2016 

Notional 

(€1,444) 

(€4,917) 

CS01 

1.3 

2.0 

10%CSW 

23.5 

138.1 

CSW10%Ch3nqe 
Close of Day 

3.1 

1.2 

Close of Week 

28.5 

(4.8) 

Since April 30 

187.9 

(6.8) 


P&L ($0Q0s) Daily WTD Since 4/30 

Compression - (144,921) (436,564) 

CDXIGW.HY - (134,901) (133,124) 

iTraxxMNvs,XO - (9,045) (321,601) 

Other - (975) 18,161 


Above P&L based on an indicative attribution 
model and may not match representative 
trade P&L estimation 


i,soo 

1,000 


-HV-IG HV/IG Ratio 




3/07 3/08 .3/09 ,3/10. 3/11 3/12 


Current Historical 

($mm) CS01 Spread Loss Gain 

IG(S17/S10) (22,2) 118 

HY(S17) 2.4 677 ($487.5) $1,000.5 

IGvs.HY ratio S.71x 4.00x 9.23x 



($mm) CS01 Spread Loss Gain 

MN(S16S17) 1.3 181 


XO (S1 6) 2.0 743 ($191.3) $2,170.2 

MN vs. XO ratio 4.10x 3.58x lO.Oax 


DRAFT (5/24/12) 


s We are long investment Grade and Short 
High Yield .such that we lose if High Yield 
widens (narrows) less (more) than a ratio of 
5:1 to investment Grade 


(Sm-m) 

CDXIG 

(S17/S18) 

CDXHY 

(S17) 

Notional 

Volumes 

$47,727 

($7,101) 

1 Week Total 

139,034 

21,372 

1M DaliyAvg, 

21,033 

3,136 

Since 4/30 

400,944 

57,842 

Days to Liquidation 
(20% daily svg. vol.) 

11 

11 


(€mm) 

iTraxx MN 
(S16/S17) 

iTraxx XO 
(S16) 

Notional 

Volumes 

(€1,444) 

(€4,917) 

IWeeK Total 

80,692 

20,712 

IMDailyAvg. 

13.647 

4,139 

Since 4/30 

255,066 

75,376 

Days to Liquidation 
(20% daily svg. vol.) 

1 

6 
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DRAFT (5/24/12) 


Off-the-run index risk (cob 5/23/12) 


Risk deplotion 


Exposure & P&L 


Commentary 


19 

u 

o 




Notional (3bn) 

PV 

CS01 ($mm} 


Current Delta Adj. 

($mm) 

Spot 

DayChg. 

CDXIGS 

46,989 

55,960 

(2,653) 

(25) 

0.5 

iTraxx S9 

16,340 

34,572 

(2,303) 

(17) 

. 0.4 

Total 

63,329 

90,533 

(d,956) 

(42) 

0.9 


($mm) 

IG9 10yr 

iG18 5yr 

CS01 

Change 

(25,1) 

(18.6) 

Close of Day 

0.5 

1.9 

Close of Week 

16.9 

(13.0) 

Since April 30 

20.0 

(10.1) 


{$mm) 

MNS910yr 

MNS17 5yr 

CS01 

(17.3) 

6,9 

Change 

Close of Day 

0.4 

(0.0) 

Close of Week 

0.3 

0,6 

Since April 30 

1.9 

10.8 


Daily(SQQOs) WTD Since 4/30 

(3,315) (52,262) (136,391) 

Above P&L based on an indicative attnbutian 
model and may not match representative 
trade P&L estimation 


—.-.SYOTR •..^.lOYSS — — 'Curt/ss 

:• 60 



Sep-07 Sep-08 . Sep-09 Sep-lO.. Sep-ll .. 


• SYOTR — 10YS9 — OTR/59 



Sep^7 Sep-08 Sep-09 Sep-lO Sep-11 


a This refers to the risk that we hold large, 
concentrated positions in off-the-run indices in 
IG CDX and iTraxx 


(Smm) 

fG9 10yr 

IG 16 Syr 

Notional 

Volumes 

$46,989 

$39,389 

iWeekTotal 

20,031 

139,034 

1M Daily Avg. 

2,314 

21,033 

Since 4/30 

41,990 

400,944 

Days to Liquidation 
(20% daily avg, vol.) 

102 

9 


(€mm) 

MN S9 1 0yr 

MNS17 5yr 

Notional 

Volumes 

€16,340 

(€15,380) 

IWeekTotal 

2,214 

00,692 

1M Daily Avg. 

317 

13,647 

Since 4/30 

5,932 

255,086 

Days to Liquidation 
(20% daily avg. vol.) 

258 

6 


’ PV represents balance sheet carf>ing value 
INTERNAL USE ONLY 
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Directionality (cob 5/23/12) 


( 100 ) 

( 200 ) 

( 300 ) 

(- 400 ) 



^ CO p3 ^ ^ B S 

4/30/12 5/23/12 


(155) 


IGSIS 5 yr spread 



(Traxx S17 5 yr spread 


IB 


Above P&L based fin an indicative attribution 
model and may not match representative 
trade P&L esbmation 





Sep-07 Sep'C 
12/31/11 


Sep-09 Sap-10 Sep-11 
4/30/12 5/23/12 


DRAFT (5/24/12) 
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DRAFT (5/24/12) 


Total 

“124" 

(164) 

(41) 

37 

0 

45 

(28) 

(150) 

(178) 

( 174 ) 


Ekposura & P&L I Commentary 


Daily($000s) WTD Since 4/30 

TBU TBU TBU 

Above P&L based on an indicative attribution 
modal and may not match representative 
trade P&L estimation 


Short 

0-30 

25 


-0.06 

0.32 


Short 

0-22 

11 


Graphs of 10% correlation shift 

Theoretical max gain/loss based on 10% 
Corr and Spread graph 


CIO Vol traded since Apr 30"' 
Implied Daily, weekly P/L 


to 

CO 

o 

to 


0.15 

-0.70. 
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Default profile (cob 5/23/12) 


Total exposure 


Portfolio 

#of 

names 

it Names 
w/ default 

loss risk 

PSL given 
default 

# Names 
v;//de^uit 

P&L given 
default 

Avg. Ntex 

gain risk 

Avg. Max. 

Portfolio (today) 

675 

90 

($42) ($253) 

585 

$156 $639 

Portfolio /post Dec. '12) 

672 

258 

(240) (599) 

414 

133 639 

1G9 only (today) 

121 

0 

0 0 

121 

260 553 

!G9 only (post Dec. '1 2) 

121 

121 

(460) (599) 

0 

0 0 


Top 5 exposures 


LOSS 

Prs DGcember2012 ($mm) PostDecemb€r2012 ($mm) 

Gsin ' 

Pre December2012 

($mm) 

— ' ,v 

Post December 2012 

($mm) 

1. H. J. HeinzCompany 

(253.0) 

1, Capital One Bank 
(Usa), National 

(598.6) 

1, R.R. Donnelley&Sons 
Company 

552,a 

1. 

Brunswick Corporation 

265.1 

2. Boston Scientific 
Corporation 

(245.9) 

2. Goodrich Corporation 

(536.4) 

2. LizCiaiborne, Inc. 

532,6 

2, 

The NewYorkTimea 
Company 

251,1 

3. Directv Holdings Uc 

(239.3) 

3, McdonaldS Corporation 

(533,7) 

3. Gannett Co,, Inc. 

532,3 

3, 

TheTlxCompanies, 

235,6 

A. Nabors Industiies. Inc. 

(232.6) 

4. Baxter Internationallnc. 

(533,6) 

4. Lennar Corporation 

531,5 

4. 

Dean Foods Company 

231,6 

5. The Gap, Inc. 

(222.1) 

5. Bristol-Myers Squibb 
Company 

(532.6) 

5- Belo Corp, 

530.2 

5. 

Temple-inland Inc. 

222,7 

Pre June 2013 

($mni) 

Post June 2013 

($mm) 

Pro June 2013 

($mm) 

PostJune2013 

($mm) 

1. Imperial Chemical 

(1.5) 

1.. Imperial Chemical 

(1.5) 

1. Gas Natural Sdg, S, A 

638.7 

1. 

Gas Natural Sdg, S.A 

638,7 

2, Atadis Sa 

(1.4) 

2. Atadis Sa 

(1.4) 

2. GdfSuez 

560.6 

2, 

Gdf Suez 

580.7 

3. Hanson Limited 

(0.1) 

3. Roj^l & Sun Aliance 
Insurance Pic 

(0.5) 

3. Unicredit, Societa Per 
Azloni 

507,2 

3. 

Banca Monte Dei 

Paschi Di Siena S.P.A 

465.9 

4. L’Ar Liquide Sodete 

Anonym e PourL'Etude Et 
L’Exprioitation Des Precedes 

(0.0) 

4. The Ro^l Bank Of 
Scotiand N.V. 

(0,4) 

4. Danca Monte Dei 
Paschi Oi Siena S.P.A 

409. 9 

4, 

Banco Bilbao Vizcaya 
Argentaria, Sociedad 
Anonima 

461.0 

5. Deutsche Bahn 
Aktiengesellschaft 

(0.0) 

5. Hanson Limited 

(0.1) 

5, Banco Bilbao Mzcaya 
Argentaria, Sociedad 
Anonima 

485.8 

5. 

Unicredit, Sodeta Per 
Azjoni 

458.8 

?NAL USE ONLY 
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DRAFT (5/24/12) 


Limits 


Suit^mary 

Limit (Smm) 

Usage 

5/23/12 

Synthetic 

Limit 

Limit ($mm) 

Usage 

5/23/12 

Synthetic 

Limit 

CS01 Unadjusted 



VaR 

156.9 

180,0 

CDX.HY 

7.2 

8.6 




CDX.LCDX 

(0.0) 

1.0 

Compression 



CDXIG 

(29.0) 

39.4 

US Compression Limit 

455.4 

496 0 

iTraxx MN 

(11.6) 

23.7 

EUR Compression Limit 

174.0 

174.0 

iTrawXO 

2.7 

3.3 




iTraxxFinsub 

(0-2) 

0.6 

Tranche Limits 



iTraxx Finsen 

0.3 

0,5 

10% Corr Shift 

(174.0) 

175.0 

CSW10®/4 



Steepen10% 



CDXHY 

455 8 

4S6.0 

CDXHY 

(80.2) 

64.0 

CDXLCDX 

(0 3) 

0.1 

CDXLCDX 

0.2 

0,5 

CDXIG 

(499,1) 

549,0 

CDXIG 

(419,8) 

436.0 

ITraxx MN 

(293.8) 

434,0 

iTraxx MM 

(171,3) 

265.0 

iTraxxXO 

185.1 

201.0 

iTraxx XO 

56.8 

65,0 

iTraxxFinsub 

(11.1) 

27.0 

iTraxxFinsub 

(22.4) 

30.0 

iTraxx Finsen 

8.4 

12,0 

iTraxx Finsen 

4,2 

6.0 

Large index Notionais 






CDX1G.9.7Y 

34.2 

34.2 




CDXIG.S.lOY 

47.0 

61,0 




iTraxx S9 7Y 

5.4 

5,4 




iTraxx S9 10Y 

13.0 

13.0 
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Differences summary 


DRAFT (5/24/12) 



Credit CoiUteraf di^e'^nces 


IbI co'u^Verp irty (Siiim) 


f*y iri^trumi nl (Snini) 


Counterparty 

Sum of 

MTM 

Sum of CP 

(vrrM 

Sum of MTM 

Dff 

hstrumert 

Sum of MTM 

Sum of CP 

MTM 

Sum of fyTTM Cfff 

CA 

(32) 

(32) 

0 

CDXIGSOSIOY 00-03 

(1,410) 

(1,392) 

(10) 

BBVASA 

0 

0 

0 

fTRAXX MN SC» ICY 06-09 

56 

66 

(10) 

BNPP 

302 

391 

(9) 

CDX HY 509 05Y 15-25 

(9) 

(2) 

(6) 

□OA 

35 

43 

(9) 

CDXHY SCS05Y 10-15 

27 

15 

12 

BPLC 

(105) 

(103) 

(2) 

ITRAXX MN S09 1 0Y 22-1 00 

(604) 

(604) 

(0) 

CB.KAG 

(1) 

(2) 

0 

CDX IG S09 OSY 00-03 

428 

401 

27 

CGML 

(6) 

(7) 

1 

CDXIGS10O5Y 

22 

11 

11 

cm 

(115) 

(129) 

14 

CDXIGS0910Y 10-1S 

232 

221 

11 

CSl 

(207) 

(200) 

0 

CDXHY $11 07Y 

(17) 

(16) 

(2) 

CSX ^ 

(54) 

(52) 

(2) 

COX1CS0910Y 15-30 

50 

41 

9^ 

OBKAG 

304 

379 

5 

Other 

1,548 

1,611 

(63) 

G5I 

(27) 

(26) 

(1) 

Total 

323 

352 

(29) 


HSBCBJ 

12 

9 

3 

HSBCUS 

(7) 

(9) 

2 

iVtl j 

5 

5 

(0) 

MSCS 

130 

113 

17 

MSIL 

(95) 

(92) 

(3) 

NOMURAIP 

124 

120 

(5) 

RBSFLC 

74 

74 

0 

SQCIB 

(43) 

(21) 

(22) 

USSAG 

(130) 

(111) 

(19) 

Total 

323 

352 

(29) 


I ctO PV Differences with WlarkIT pricing 


Index (Jminjl Tr‘anclTe($mm)^ Pneino tolerance 



MarkfTFV 

Change 

P/ Drceeding 
Cap' 


MarkITFV 

Chartge 

Pv' Exceeding 
Cap' 

• Position 

Type • 

Position' 

Type 

, . Independent 
Source 

Notes 

Series 09 Fidex 

14U.3 

121.5 

Series 09 Index 

!7e 

14.7 

Index -IG 

’/j bps 

MarUt 

Aggregate max: $50mm 

Other Index 

(142.9) 

(133.^ 

other Index 

10.4 

3.7 

indox-HY 

1 bps 

Markit 

Aggregate max.: $50mm 

Subtotal 

(2.6) 

(17.4) 

Subtotal 

20.2 

18.4 

Tranche 

S2rnm 

Dealer quotes 

Per poation 


By Family 

COXIG 144.4 

CDXHY (162.9) 

riRAXXMN (0.1) 

ITRAXXXO 1_3_ 

Chg-irOnTRSY (17.4) 


By Famiy 

COXG 52 3 

CDXHY (22.1) 

FTRAXX MN (0.1) 

Chg.duatoOnlRSY 30.2 


INTERNAL USE ONLY Nc^e; as of 5/23/12 18 

' Negafive number implies mari<s are too low -P&L adjured upward to cap; Positive number 
impfies marks are too Ngh - P&L reduced to cap 
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New trades 



May 24, 2012 


Cate # r^sk Notbnal fVoducl 

24-M3y-12 1 LONG 15.000.000 CDXt^S10O5Y 

24.-Vfe[y-12 2 LONG 50.000,000 CDXHYS18 05Y 


2A-Wby-V2 3 LONG 

24-rvby-12 4 SHORT 

24-May-12 5 LONG 

24-Msy.l2 6 SHORT 

24-fvby-12 7 LONG 

24-May-12 8 LONG 

24-May-l2 9 LONG 

24-May-12 10 LONG 

24.Kby.12 11 LONG 

24-May-12 12 LONG 

24.MBy-12 13 LONG 

24-Kby-12 14 LONG 

24-May-12 15 LONG 

24-Nby-12 16 LONG 

24-Kfey-12 17 LONG 

24-\tey.12 IS LONG 

24-May-l2 19 SHORT 

24-fvby-12 20 SHORT 

24-fby-12 21 LONG 

24-Ktey-12 22 LONG 

24-Kby-12 23 SHORT 

24-Ntey-l2 24 LONG 

24-Ktey-12 25 SHORT 

24-May-12 26 SHORT 

24-Ktey-12 27 SHORT 

24-Ktey-12 20 SHORT 

24-May-12 29 SHORT 

24-May-12 30 LONG 

24-May-12 31 SHORT 


INTERNAL USE ONLY 


25.000. 000 CDXHYS18 05Y 
(500,000.000) CDX IG S10 05Y 

50.000. 000 CDXHYS18 05Y 
(50,000.000) CDXHY S1B05Y 

25.000. 000 C0XHY S1B05Y 

10.000. 000 ODXHY SieOSY 

65.000. 000 a3X HY 518 05Y 

50.000. 000 C0XHYS10 05Y 
BS.OCO.OOO C0XKYS18 0SY 

40.000. 000 COX KY SI 6 05Y 

20.000. 000 C0XHYS18O5Y 

50.000. 000 COX rfY S18 05Y 

25.000. 000 COXKYSieOSY 

50.000. 000 CDXrfYS18 05Y 

25.000. 000 CDXKYSieOSY 

250.000. 000 C0XICS16 05Y 
(250,000,000) COX IG S18 05Y 
(500,000,000) COX e S18 05Y 

250.000. 000 CaXIGS16 05Y 

250.000. 000 1TRAXXMNS1705Y 
(150,000,000) rrRAXXMNS17 05Y 

200.000. 000 rTRAXXMNS1705Y 
(250,000,000) fTRAXX MN S17 05Y 
(250.000,000) fTRAXX MNS1 7 05Y 
(500,000.000) rrRAXXMNSi7D5Y 
(250,000,000) nRAXXMNS17 05Y 
(250,(XX],0CIQ) rTRAXXMNS17 05Y 

50.000. 000 fTRAXX MNS1705Y 
(:SO,{X30.000} fTTTAXX MN S17 05Y 
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Maturity 

Cbunlerparly 

Tradaij 

PYicb 

Traded 

Spread 

FYevious 
Cay FYice 

Revious 

Day 

Spread 

Closing 

FTice 

Closing 

Spread 

(bps) 

20Uun-17 

JPMCB NY CDS (HY li> 

93.06 


92,625 


93.31 


20-Jun-17 

JPMCB NY CDS (HY im 

92.75 


92.625 


93.31 


20Uun-17 

JPMCB NY CDS (HY In. 

93.00 


92,625 


93.31 


23-Jun-17 

BOA CHARLOTTE 


119.50 


122.25 


110,00 

20.Jun.17 

SOCGB4 

93.30 


92.625 


93.31 


20-Jun-17 

DEUTSCHE LDN 

93.38 


92.625 


93,31 


20-Jun-17 

JPMCB NY CDS{HY In. 

93.30 


92.S25 


93.31 


20.Jun-17 

JPMCB NY COS (HY in. 

93.44 


92,625 


93.31 


20-Jun-17 

JPMCB NY CDS (HY Irt 

93,50 


92,625 


93.31 


20.Jun-17 

NOMURA LON 

93,31 


92,525 


93,31 


20-Jun-17 

JPMCB NY CDS (HY ht 

93.55 


92.625 


93,31 


20-Jun-17 

JPMCB NY CDS (HY in 

93.44 


92.625 


93,31 


20-Jun-17 

JPMCS NY CDS (HY In. 

93.30 


92.626 


93.31 


20-Jun-17 

JPMCB NY CCS (HY In. 

93.50 


92.625 


93,31 


20-Jun.17 

JFY^CB NY CDS (HY in. 

93.31 


92.625 


93,31 


20'Jun.17 

BAROAYSNY 

93.38 


92.625 


93.31 


20-Jun.17 

SOCG0( 

93.25 


92.625 


93,31 


20-Jun-17 

CITIBANK MY 


117,63 


122.25 


110.00 

20-Jun-17 

NOMURA LDN 


118,00 


122.25 


118.00 

20.Jun-17 

DNPLON 


117,99 


122,25 


118,00 

20Uun-17 

BARCLAYS NY 


118,00 


122.25 


118,00 

20-Jun-17 

BOA CHARLOTTE 


183.25 


180.00 


173.60 

aCKlun-l? 

ailBANKNY 


174.75 


180,00 


173.60 

20Uun-17 

BNP LDN 


162.75 


180.00 


173,60 

20-Jun-17 

BNP LDN 


180.00 


180,00 


173.60 

20-Jun-17 

BNP LDN 


176,00 


180.00 


173.60 

20Uun-17 

BI^LDN 


17S.5D 


150.00 


173.60 

20-Jun-17 

BI^LDN 


177.00 


100.00 


173.60 

2CKJun-17 

BhPLDN 


162.00 


1BO.OO 


173.60 

20Uun-17 

JPM(^ - LON - CORP JNCeX 

103,00 


160.00 


173.60 

20Uurv17 

OTIBANK NY 


176.75 


180.00 


173.60 


J.RMorgan 


OCC-SPl-00088644 


DRAFT (5/24/1 2) 


Daily price testing - index 


CIO PV Differences with MarkIT pricing 


COB: 20'l2-05-23 

FVoduct 

USD Factored Credit Spread 
Notional (S mm) BPValuc mm) 

Total index} 

CIO Quote torkit Quota ICE Quote MarkIT Spread 

fYiceType (LON Close) (NY/LON Close) (NY/LONCbse) Dffererce 

(2.57)} , 

l^ferkiT FV 

Change f$ mm) 

(17.3011 

FV Exceeding 
Cap {$ mm) 

Series 09 Index 







czz 

1 

izTsTl 

CDXIGS091QY 

45,485 

(22.68) 

spread 

162.8 

153.8 

159.1 

(3.9) 

88.50 

77.16 

CDX IG S09 07Y 

33.099 

(3.31) 

spread 

121.8 

117-9 

118,1 

(3.9) 

31.99 

27.84 

CDX IG S09 35Y 

(31.675) 

1.84 

spread 

89.8 

05.8 

85.2 

(4,1) 

(7,57) 

(6.65) 

rrRAXX MN S09 05Y 

21,283 

(2.29) 

spread 

162.9 

164.1 

162 9 

1,1 

(2.57) 

(1.42) 

ITRAXX MN SOS 10Y 

16,340 

(8.66) 

spread 

220.3 

217.1 

220.3 

(3,2) 

27.52 

23.18 

nF?Axx m S09 oty 

5.733 

(1-97) 

spread 

194,8 

193.6 


(1.2) 

2,42 

1.43 

other Index 







j 


(138.93)1 

CDX IG Sia05Y 

39,389 

(13.90) 

spread 

122.3 

118,3 

118.3 

(4,0) 

74.76 

65,31 

COX hY SOS 05Y 

15.430 

(0.12) 

price 

100.1 

100.1 

100.1 

(26,6) 

3.09 

2.97 

CDX1GS17 05Y 

3,338 

(3.65) 

spread 

115.1 

111,1 

111,3 

(3.9) 

14.37 

12,54 

COX HY 309 05Y 

5.606 

(0.33) 

price 

100.3 

103,4 

100.3 

(10.1) 

3,34 

3.01 

COXHY S11 07Y 

3.703 

(1.15) 

price 

98.6 

9B.7 


(2.4) 

2.81 

1,66 

CDXHYS1105Y 

994 

(0-15) 

price 

101.1 

101.1 

101,2 

(5,2) 

0.79 

0,64 

CDX IG S09 OTY 

434 

(0.09) 

spread 

166.0 

135,1 

135.0 

(31,7) 

2,74 

2,70 

CDX l-(Y S18 05Y 

340 

(0,13) 

price 

92.6 

93,2 

93.2 

(15,3) 

1.96 

1,83 

CDXIGSISIOY 

302 

(0.23) 

spread 

150.3 

143.3 

142.6 

(7,0) 

1.60 

1,49 

CDXIGS14 10Y 

257 

(0.10) 

spread 

139.8 

133.9 

135.1 

(5.9) 

1,07 

0.98 

CDXtGS1510Y 

(54) 

0.04 

spread 

141.8 

137,3 

140.1 

(4.4) 

(0.1 S) 

(0.16) 

CDXMYS14 03Y 

(73) 

0.01 

price 

101.8 

101-4 


28.8 

0.23 

0,22 

COXI-YS08 07Y 

(180) 

0.04 

price 

98.4 

98.6 


(13.5) 

(0.48) 

(0.44) 

CDX IG S07 D7Y 

(704) 

0.11 

spread 

128.8 

142.8 


14.1 

1.54 

1.48 

CDX LCDX S10 05Y 

(1.165) 

0.13 

price 

101 .5 

101.5 


2,5 

0,31 

0.25 

CDX HY S10 OTY 

(2,049) 

0.5B 

price 

100.6 

103.9 


(11.0) 

(6.37) 

(5.79) 

CDXKY S16 05Y 

(6,562) 

2.2Q 

price 

S6,4 

97.0 

97.1 

(19.3) 

(42.49) 

(40.28) 

CDXKY S17 05Y 

(6,087) 

Z44 

price 

93.9 

94.6 

94.5 

(17,6) 

(42.95) 

(40.51) 

CDXiGS14 06Y 

(7.657) 

2.33 

spread 

89.3 

es.3 

87,8 

(2,9) 

(6.84) 

(5.68) 

CDXHY S10 05Y 

(9.134) 

0.98 

price 

101 .8 

101.8 

101,8 

(2.4) 

(2.37) 

(1.39) 

CDXHY 515 05Y 

(9,618) 

2.96 

price 

97.9 

98.5 

90,6 

(19.3) 

(57,12) 

(54.15) 

COXI-Y S14 05Y 

(11,977) 

3.30 

price 

99.3 

93-7 

99.8 

(14.7) 

(48.62) 

(45.32) 

COX1GS15 05Y 

(17,159) 

6.01 

spread 

99.8 

96.4 

97,0 

(3.4) 

(20,29) 

(17.20) 

INTERNAL USE 

ONLY 
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2307 


DRAFT (5/24/1 2) 


Daily price testing (confd) “ Index 


CIC PV Difforonccs sv.th :.*arklT pris :'fj 


COB: 2012-05-23 Total Index j (2.57]] (i7.3ai 


USD Factored OedS Spread OO Quote Nfarkit Quote iCE Quote MarkFT Spread MarkiT FV FV EKceeding 

pyoduG! hJofonal (S mm) B?Va{ue(S rm) R-iceType (LQNC3ose) (NY/LONaoss) (NYFLONCtose) Ofference ChangB(5fnm) Cap ($ mm) 


Other Irtdex 

CDXK3S16 05Y 

(1B.229) 

7.19 

spread 

109.8 

106,0 

105,6 

(3,8)^"™' 

{142.06)i 

(27.19) 

(138.93)1 

(23.60) 

ITRAXX MN S16 05Y 

13.563 

(5.65) 

spread 

160.4 

180.3 

180,4 

(0.1) 

0.38 


ITRAXX MNS15 05Y 

5.110 

(1.92) 

spread 

182.7 

183.1 

162.7 

0.4 

(0.69) 


RRAXX FINSUBS14 05Y 

1,642 

(0.40) 

spread 

503.0 

502.5 


(0.5) 

0.23 


TRAXX FiNSUB S16 05Y 

1.316 

(0.52) 

spread 

525.0 

523,8 


(1.2) 

0.62 

0.36 

[TRAXXMNS1507Y 

1,114 

(0.50) 

spread 

201.0 

193,7 


(2,3) 

1,35 

1.06 

rTRAXXMNS061DY 

100 

(0.04) 

spread 

221.0 

227.3 


6.3 

(0,25) 

(0,23) 

ITRAXX FINSUB SI 7 05Y 

76 

(0.03) 

spread 

503,0 

501.2 


(1.5) 

0,06 

0,04 

rtRAXX FINSUB S07 05Y 

(117) 

0.00 

spread 

5SO,0 

477.3 


(110,7) 

(0,10) 

(0.10) 

fTRAXXXOS17 05Y 

(547) 

0.19 

spread 

730.6 

739,1 

738.S 

0.5 

0,09 


ITRAXX FINSUB S15 05Y 

(573) 

0.19 

spread 

519.0 

514.9 


(4,1) 

(0.75) 

(0,66) 

TRAXX FiNSUB S08 05Y 

(664) 

0.04 

spread 

445,0 

431.7 


(13,3) 

(0,50) 

(0.40) 

ITRAXX F!NSeNS1705Y 

(690) 

0.29 

spread 

298.5 

295.9 


(2,6) 

(0.75) 

(0,61) 

ITRAXX FiNSUB S1205Y 

(977) 

0.22 

spread 

401.5 

484.6 


3,1 

0.69 

0,58 

ITRAXX FINSUB S10 05Y 

(1.391) 

0.21 

spread 

461.0 

460,9 


(0,1) 

(0.02) 


ITRAXX MN SlSIOY 

(1,667) 

1.24 

spread 

195.6 

194.9 

195.6 

(0,6) 

(0,79) 

(0,17) 

ITRAXX XOS15Q5Y 

(1.702) 

0.54 

spread 

652.3 

653.8 

652,3 

1.5 

0,80 

0,27 

ITRAXX IW SIS 10Y 

(2,054) 

1.46 

spread 

201.1 

202,7 

201,1 

IS 

2.36 

1,63 

ITRAXX FINSUB S09 05Y 

(2,129) 

022 

spread 

436 0 

443.4 


5,4 

1.20 

1.08 

ITRAXX MN SIS 03Y 

(3,535) 

0-71 

spread 

159.0 

155.4 


(3.6) 

(2.54) 

(2.19) 

ITRAXX XO S16£SY 

(S.188) 

2.04 

spread 

706,3 

707.3 

706.3 

1.0 

1.94 . 


m?AXX MNS17C6y 

(15,360) 

7.01 

spread 

160,0 

180.0 

160.0 

0,0 

0.10 


By Family 

CDXIG 

51.826 

(36.51) 

spread 

Change In the OnTR 5Y Contract 
122,3 118,3 

110.3 

(4.0) 

117.3711 

144.44 


CDX HY 

(20,327) 

10.63 

price 

92.6 

93,2 

93,2 

(15,3) 

(162.92) 


ITRAXX MN 

41,607 

(10.66) 

Sinead 

180.0 

180.0 

180.0 

0.0 

(0.15) 


ITRAXX XO 

(S.437) 

2.76 

spread 

730.6 

739.1 

736,6 

0.5 

1.26 
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DRAFT (5/24/12) 


Daily price testing - Tranche 


I CIO PV Differences with MarktT pricing 



■m 




COB; 2Q12-05-23 






Total Trarrche 

■ 23.24 I 

1B.40 


USD Factored 

Credit Spread 


CG Quote 

Adj Tranche Riced 

Independent index Spread 

NbrkfTFV 

R/ Exceeding 

Roduct 

Notiona! ($ nun) 

BPVskje ($ rrm) 

Rice Type 

(LON Cose) 

(based on Ref Index) 

Quote Change 

Change ($ mm) 

Cap ($ rrm) 

Series 09 Tranche 







17.32 1 

14.69 

CDXIG 509 10Y 30-100 

16,565 

(2.54) 

upfronH-100 

(3.4) 

(3.4) 

(3,9) 

9.92 

7.92 

cox; IG 509 Q7Y 30-100 

11,121 

(0.47) 

upfron$-^100 

(2,2) 

(2.2) 

(3,9) 

1.62 


COXIGSOSIOY 00-03 

2.018 

(4.81) 

upfforit+SOO 

72,9 

73,8 

(3.9) 

18.75 

1Q.7S 

COXiGSOSlOY 07-10 

775 

(1.85) 

upfront +500 

0,4 

9,3 

(3.9) 

7,22 

5-22 

CDXIG 5091 OY 03-07 

60 

(0.19) 

upfront +500 

29.9 

31,0 

(3.9) 

0.74 


CDX IG S09 07Y 03-07 

(215) 

0.39 

upfront *500 

6.6 

7.1 

(3.9) 

(1,50) 


COX k3 see 05Y 30-100 

(260) 

0.00 

upfront+100 

(0.6) 

(0.6) 

(4,1) 

(0.00) 


CDXIGS09 07Y 00-03 

(331) 

1,11 

upfront +500 

55.0 

55,9 

(3.9) 

(4,29) 

(2,29) 

CDX K3 509 07Y 07-10 

(365) 

0.26 

upfront +500 

(5.8) 

(5.5) 

(3.9) 

(1,02) 


CDX IG 509 05Y 03-07 

(1,395) 

0,19 

upfront +500 

(2.5) 

(2.5) 

(4.1) 

(0.60) 


CDX 10 509 07X10-15 

(1,970) 

0.76 

upfrent+100 

0.4 

0.5 

(3.9) 

(2,93) 

(0,93) 

CDXIG see 10Y 10-15 

(1.900) 

2.74 

upfront+100 

11.0 

11,5 

(3.9) 

(10,69) 

(8,69) 

CDXIG 509 05Y 07-10 

(2.045) 

0.03 

upfront +600 

(2.9) 

(2,9) 

(4,1) 

(0.14) 


CDX K3 509 05Y 00-03 

(2.719) 

5.88 

upfront +600 

17.8 

18.2 

(4.1) 

(24.16) 

(22,18) 

COX1GS09 05Y 10-15 

(2,905) 

0.02 

upffont+100 

(0.6) 

(0,6) 

(4,1) 

(0.07) 


CDXIG 509 10Y 15-30 

(3.800) 

236 

upfront+100 

1.3 

1.5 

(3.9) 

(9.20) 

(7,20) 

CDX G 509 07Y 15-30 

(6.965) 

1.01 

upfronl+100 

(1.6) 

(1.5) 

(3,9) 

(3.08) 

(1,88) 

CDX G 509 D5Y 15-X 

(12.21^ 

0,04 

upfronl+lOO 

(0.6) 

(0-6) 

(4,1) 

(0.17) 


ITRAXX MN 509 iOY 22-100 

20,777 

(7.05) 

spread 

70.0 

73.4 

(3.2) 

22.39 

20.39 

ITRAXX rvrj 509 07Y 22-100 

14,252 

(1.32) 

spread 

33,5 

35.4 

(1,2) 

2.23 

0.23 

rfRAXX MN 509 05Y 22-100 

8,935 

(0.15) 

spread 

9.5 

9,9 

1,1 

(0.17) 


rrRAXX MN SOS 1 0Y 00-03 

1.422 

(1.10) 

upfront+500 

73.7 

74.3 

(3.2) 

3.70 

1,78 

rTRAXX S09 10Y 06-09 

478 

(0.77) 

upfront+300 

30.B 

31,9 

(3.2) 

2.46 

0.46 

riRAXX 509 05Y 06-09 

420 

(0.09) 

upfront+300 

(2.3) 

(2.2) 

1.1 

(0.11) 


ITRAXX MN 509 05Y ^-12 

352 

(0.04) 

spread 

60.5 

62,8 

1.1 

(0.05) 


iTRAXXimSOSlOY 09-12 

296 

(0.39) 

spread 

620.0 

630,4 

(3.2) 

1,25 


riRAXX MN 509 07Y 09-1 2 

227 

(0.19) 

spread 

421.5 

432-6 

(1.2) 

0.24 


fTRAXX 509 IOY 12-22 

195 

(0.16) 

spread 

308.5 

316,4 

(3.2) 

0.50 


ITRAXX MN 509 IOY 03-0G 

6 

(0.02) 

upfront+600 

41.7 

42.8 

(3.2) 

0,06 
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DRAFT (5/24/12) 


Daily price testing (cont’d) - Tranche 


CIO PV Differences with MarkIT pricing 


COB; 2012-05-23 

Roduct 

USD Factored Oedi! Spread 
Not'ona! (S mm) BP Value {$ mm) 

Rica Type 

CIO Quote 
(LONQose) 

Adj Tranche Riced 
(based on Ref Index) 

Total Tranche! Z8.Z4 | 18.40 

Independent Index Spread Mark:! R7 FV Exceeding 

Quote Change Change ($ mm) Cap($mm) 

Series 09 Tranche 






1 

IrHI 

14.69 

TRAXX MN S09 07Y 06-09 

(31) 

0.00 

upfront+300 

1Z6 

13.2 

(1,2) 

(0.00) 


TRAXX MN S09 05Y 12-22 

(157) 

0.01 

spread 

34.5 

36.1 

1.1 

0.01 


ITRAXX MN S03 07Y 03-06 

(201) 

0.31 

upfront +500 

22.8 

23,5 

(1.2) 

(0,38) 


TRAXX MN S09 05Y 03-06 

(453) 

0.39 

upfront+500 

1.0 

1.9 

1.1 

0.43 


fTRAXX W S09 07Y 1 2-22 

(566) 

0.26 

spread 

109,0 

196.5 

(1.2) 

(0.32) 


TRAXX MN S09 07Y 00-03 

(843) 

0.98 

upfront+500 

64,4 

65,0 

(1.2) 

(1.20) 


TRAXX MN SOS C5Y 00-03 

(3.712) 

6.31 

upfront+500 

40.9 

41.2 

1.1 

7.00 

5,06 

Other Tranche 






[Z 

. 1042 I 

.3.70 

CDX HY S10 05Y 35-100 

3,744 

(0.05) 

price 

105.2 

105.2 

(2,4) 

0.13 


CDXHY SOS 05Y 35-100 

3,051 

(0.01) 

price 

102,9 

102,9 

(10,1) 

0,08 


CDX LCDX S1005Y 15-100 

2,852 

(0.11) 

price 

104.9 

104,9 

2,5 

(0,26) 


CDXHY S1005Y 15-25 

2,063 

(1.22) 

price 

91.6 

91.6 

(2,4) 

2,94 

0.94 

CDX KYS10 07Y 35-100 

1,452 

(0.19) 

price 

111,0 

110.9 

(11,0) 

2,14 

0,14 

CDX KYS1007Y 10-15 

1,360 

(0,38) 

price 

7.3 

7.1 

(11,0) 

4,19 

2.19 

CDXHY S11 05Y 15-25 

1,015 

(0.78) 

price 

78.2 

76.0 

(5,2) 

4.09 

2.09 

CDX HY SOS OSY 25-35 

875 

(0.01) 

price 

102,9 

102.9 

(10,1) 

0,13 


CDX HY SOB 05Y 25-35 

663 

(0.00) 

price 

100.4 

100.4 

(25,0) 

0,01 


COX HYS10 05Y 25-35 

655 

(0.07) 

price 

103.8 

103,8 

(2,4) 

0,17 


CDXHY S11 OSY 35-100 

508 

(0.02) 

pries 

107.1 

107.0 

(5.2) 

0.09 


CDXHY S11 OSY 1M5 

405 

(0.19) 

price 

13.6 

12,2 

(5.2) 

0,97 


CDX HYS10 07Y 15-25 

385 

(0.39) 

price 

56.4 

56.0 

(11.0) 

4.26 

2.26 

CDX HY S08 07Y 25-35 

282 

(0.08) 

price 

104.3 

104,1 

(13.5) 

1.10 


CCXHYS10 07Y 25-35 

2B5 

(0.17) 

price 

96.1 

95.9 

(11.0) 

1,63 


CDX HY S1 1 OSY 25-35 - 

250 

(0.05) 

price 

104-3 

103.7 

(5.2) 

0,27 


CDXHY S10 OSY 10-15 

232 

(0.15) 

price 

20.0 

20.7 

(2.4) 

0,36 


CDXHY SOB 07Y 15-25 

225 

(0.19) 

price 

84.5 

84.0 

(13,5) 

2.54 

0,54 
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DRAFT (5/24/1 2) 


Daily price testing (confd) — Tranche 


1 CIO PV Differences with MarkIT pricing H 

COB; 2012-05-23 

Roduct 

USD Riclofed 

Noltonal (S mm) 

Credft Spread 
BP Value ($ mm) 

Rice Type 

CIO Quote 
(LON Close) 

Adj Tranche Riced 
(based on Ref Index) 

Total Tranche 

Independent Index Spread 
QuoSe Change 

28.24 

1840 j 

fvtarkfTFV 
Change ($ mm) 

PV Exceeding 

Cap ($ mm) 

Other Tranche 







10.42 

3.70 i 

CDX!GSQ7 07Y 07-10 

110 

(0.04) 

upfront+500 

(4.0) 

(4.6) 

14,1 

(0.56) 


CDX LCDX S10 05Y 12-15 

110 

(0.03) 

price 

102.9 

102.3 

2.5 

(0.07) 


CDXHY SOB 07Y 35-100 

109 

(0.01) 

price 

IOfl.9 

106.9 

(13.5) 

0.10 


CDX IQ 515 D5Y 15-100 

ICO 

(0.01) 

upfront+25 

0.2 

0.2 

(3.4) 

0,03 


CDX HY 511 07Y 35-100 

96 

(0.02) 

price 

110.4 

110-4 

(2,4) 

0.04 


CDXI-Ti'SOO 07Y 10-15 

-17 

(0.04) 

price 

32.1 

31.5 

(13,5) 

0,56 


CDXHY S11 07Y 10-15 

17 

(0.00) 

price 

6.4 

6.5 

(2.4) 

0.01 


CDX KY 507 07Y 15-25 


(0.01) 

price 

92.5 

96.0 

33,7 

(0,22) 


CDXHY S07 07Y 35-100 


(0.00) 

price 

106.6 

106.8 

33.7 

(0,01) 


CDXIG SD7D7Y 15-30 


0.00 

upfronlMOO 

(1.2) 

(1-3) 

14,1 

0,00 


CDX !G SD7D7Y 30-100 


(0.00) 

upfront+lOO 

(1.3) 

(1.3) 

14.1 

(0,01) 


CDX IQ S06 07Y 03-07 


0.00 

upfronl*500 

6.4 

12.6 

(31.7) 

(0,01) 


CDX K3 503 07V 07-10 


0.00 

upfront+500 

(5.3) 

(3.0) 

(31,7) 

(0.07) 


CDXIOS0007Y 10-15 


(0.00) 

upfronl+100 

(0.4) 

0.4 

(31,7) 

0.01 


CDX IQ SOS 07Y 30-100 


(0.00) 

upfront+100 

(1.7) 

(1.6) 

(31.7) 

0,01 


CDX !G S10 05Y 03-07 


0.00 

upfront+500 

(2.5) 

(2.3) 

(4,2) 

(0.00) 


CDX iGSIOOSY 07-10 


(0.00) 

upfront+500 

(4.9) 

(4.9) 

(4.2) 

0.00 


CDX HY S11 07Y 1S-25 

(30) 

0.02 

price 

49.8 

50.1 

(2.4) 

(0,06) 


CDXHY 509 05Y 10-15 

(71) 

0.06 

price 

31.8 

32.7 

(10.1) 

(0,52) 


CDXHY SOB OSY 35-100 

(94) 

0.00 

price 

100.4 

100. 4 

(25,8) 

(0.00) 


CDX Kj S15D5Y 00-03 

(195) 

0.56 

upfront+500 

36.0 

36.6 

(3,4) 

(2,24) 

(0,24) 

CDXIG SOB 07Y 15-30 

(375) 

0.04 

upfronl+1G0 

(1.0) 

(1.5) 

(31,7) 

(1.15) 


CDX HY SOB OSY 10-15 

(012) 

Q.19 

price 

98.4 

93.9 

(25.0) 

(4.39) 

(2.69) 

CDX HY 309 OSY 15-25 

(1,055) 

0.33 

price 

99.4 

99.7 

(10.1) 

(3.33) 

(1.33) 

COX HY SOB OSY 15-25 

(1,410) 

0.O1 

price 

100.3 

100.2 

(25.8) 

(0.21) 


ITRAXX MN S15 07Y 22-100 

2.517 

(0.34) 

spread 

.65.5 

68.8 

(2.3) 

1,96 


riRAXX MN S15 CQY 22-100 

2,464 

(0.49) 

spread 

45,5 

47.5 

0.4 

(0,18) 


riRAXX MN 515 CQY 22-100 

370 

(0.02) 

spread 

13.5 

17.1 

(3.6) 

0.07 


rTRAXX MN SOS 10Y 03-06 

189 

(0.23) 

upfront+6O0 

41.6 

41.2 

6.3 

(1,45) 


ITRAXX MN 306 10Y OS-09 

25 

(0.11) 

upfront +300 

26.9 

28,5 

6,3 

(0,70) 
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Daily price testing (conl’d) - Tranche 


CIO PV Ut^fcrcncos wth MarkIT pnc ng 


COB; 2012-D5-23 

Product 

USD Factored Credit Spread 
Nolionai f$ nw) BPVakJe {S mm) 

TotalTranchej 

CiO Quote Adj Tranche priced Independent Index Spread 
Price Type (LONQose) (based on PJef Index) Quote Change 

28.24 

MarkTW 
Change (2 mm) 

18.40 

Pv' Exceeding 
Cap {$ mm) 

Other Tranche 







10.42 

3.70 

rtRAXXMNSISOBY 03-06 

13 

(0.02) 

upfront +600 

9.5 

10.3 

(3.6) 

0.06 


rrRAXXMNSQ610Y 09-12 


(0.00) 

spread 

633.0 

615.0 

6,3 

(0.02) 


[TRAXXMNS0610Y 12-22 


(0.01) 

spread 

299.5 

291.6 

6.3 

(0.09) 


fTRAXX MMS0610Y 22-100 


(0.00) 

spread 

64.0 

62,5 

6.3 

(0.03) 


ITRAXX MN S07 10Y 06-09 


(0.00) 

upfiont+300 

28,4 

29,2 

6,6 

(0.02) 


rrRAXX MN SQ7 10Y 09-12 


(0.00) 

spread 

615,5 

623.4 

6,6 

(0,01) 


ITRAXX MNS0710Y 12-22 


(0.00) 

spread 

285,0 

291.2 

6.6 

(D.OD) 


ITRAXX MN $07 10Y22-1C0 


0.00 

spread 

64.3 

66.6 

6.6 

0,01 


FTRAXX MN S1 5 03Y 00-03 

(68) 

0,15 

upfront +500 

47.8 

48.8 

(3,6) 

(0,55) 


FTRAXX MN S06 10Y 00-03 

(131) 

0.12 

upfront +500 

74,8 

74.5 

6,3 

0.78 


ITRAXX MN S15 07Y 03-06 

{2A5) 

0.43 

upfront+500 

34,5 

35.7 

(2.3) 

(1,00) 


ITRAXX MN S15 05Y 00-03 

(327) 

0.42 

upfronl+500 

61.5 

62.1 

0,4. 

0,15 


ITRAXX MNS15 07Y 00-03 

(371) 

0.40 

upfronl+5O0 

68,5 

69.3 

(2.3) 

(0,93) 


By Family 




Change due to the OnTR 5Y index 


. 30,17 


CDXHY 

14,226 

(3.41) 

price 

92,6 

93.2 93,2 

(15,3) 

52,33 


CDXG 

(6.987) 

5.59 

spread 

122-3 

118.3 116.3 

(4.0) 

(22,11) 


FFRAXX MN 

45,815 

(3.83) 

spread 

180,0 

180.0 180-0 

0.0 

(0.05) 
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Volume and activity update 


1 DTCC weekly Information I 

Series 

Gross national (Smm) 

WeeWy activity {$m m ) 

% of nolionai traded 

Untranched 

Tranched 

Untranched Tranched 

Untranched 

Tranched 

CDXIG S09 

818,852 

557,464 

31.954 

7,851 

3.90% 

1.41% 

iTraxx MN S09 

610,556 

522,1 90 

17,076 

12.705 

2.77% 

2.43% 

CDXtG sia 

390,008 

N/A 

221,241 

N/A 

56.73% 

N/A 

iTraxx WN S16 

292,720 

N/A 

7,532 

N/A 

2.57% 

N/A 

iTraxx WN S17 

351,346 

N/A 

107,567 

N/A 

56.23% 

N/A 

CDXiGS17 

239,782 

2,100 

19,678 

137 

8.21% 

6.50% 

CDXiG sie 

178,415 

N/A 

697 

N/A 

0.39% 

N/A 

.CDXIO S15 

174,828 

8,303 

666 

N/A 

0-50% 

N/A 

COX HY SI 7 

72,421 

650 

4,924 

N/A 

6,90% 

N/A 

CDXHYS10 

71,049 

45,217 

722 

130 

1,02% 

0,29% 

iTraxx XOS16 

63,828 

N/A 

1,110 

N/A 

1.74% 

N/A 

iTraxx XOS1 7 

72,023 

N/A 

47,157 

N/A 

65.48% 

N/A 

CDXHY SOS 

52,839 

34,355 

673 

40 

1,27% 

0.12% 

iTraxx FinSubS17 

25,771 

N/A 

4,904 

N/A 

19.03% 

N/A 


Source; DTCC (week ending 5/16/12) 


a 
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Executive summary 



PortfcSo Net Snc8 % Chg. 
CSW10% Trading leng^erang tfiange 30i*pf 30-^ 


Currenl’ (160.1] N/A N/A 0.0 132-6 (45.3%) 

21May (160.1) 51.B (77) 440 132-6 (46.3%) 

30-Apr (292 6) 25B.1 (125.5) 132.6 0.0 


Curreftt Wor day 


Total (CIO - counlfifoar^j 
Largest counterparty M 

Largest instnjment O 


l^uced directbrekty 


SeanmlOlii CS\ 

Se»11.5bne 

6uy$3bnW 


Reduce basis trades Buy EUFS.Tbnof 

rs exists nvertory 


Ro! partiajy Fijud Convert BJ? 18 4boot 

OTR relert to more iTrKx ><HS16toS17 

orr-the-run 




■ Bought prrjteoHon 4100mm FINSUOS17Sy 

■ Sow proterition S500m CDXHV S 14,16. 17. Symafticrty 
* Borjght protection 41 ,750tflrTt ITraw WN S16 5y 

NTERNAL L'SE OrJLY ' Eweled lodey 


DRAFT (5(22/12) 



» New trades reduced risk In 1 0%CSW terns by $87 mm (new trade 
activrtyortly.does not include changes due to market moves) 

« PiLS{140.7)mitt driven by: 

• UnderperfonrancBol IG9 12/17 vs. OTR 5y (dSrmi) 

■ CorrtpressiQninUSHYvs.iG{6imm) 

■ IG tranches (lOmm). as equity curves steepened and super senior 

reridefled 


Spread (bps) CSOI Spread P&L 

5i21 5/1B ($m,m } change ($000s) 

CDXiGsastratte 
Dkedionafily 
OnXMlherun 

Cuwe 

TotrtCDXIG 309 trade (A) (11.329) 


33,628 

(61,201) 

16.244 


iTraXfSOS trade 

□irecjon^rty 23,453 

OnOfftherun 4.806 

Curve (146) 

Tolat iTraxrt S09 trade (B) 28,113 


tivGractevsHY(US) 
Loog:CDXIGS17 05Y 116 

Long;CDXlGS10O5Y 122 
Short COXHVS17 05V 882 

Su btotal 

try Grada vs HY (Europe 
Long.lTRAXXMNSieOSV 181 
Short ITRAXX»rKS17 05Y 180 

ShortlTKAWXOSIOOSY 714 

Subtotal 

TptollQvs-HY{C) 

rrarwfia 

t1KA»(5yfO-3v«. 10y22-1O0 
COXHY5iir10-15w. 1S-2S 

Toft Tranche (0) 

!Totai»elaeted trad^ {A4B*^0) . 


114 (3S) (2.231) 6,069 

120 (20.8) (1,985) 41,278 

665 25 (15.717) (38,608) 

10,737 


179 (66) (1.525) 8,600 

178 8.S (1.872) (12,825) 

706 21 (7.606) (15,765) 

(18,931} 

(fl.264) 


117,705} 

(1QJ11) 

T~ ~ : ■■■■■. (2 . 6817: 
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Risk and market summary (cob 5/21/12) 



COXHY 

rTR/WKf#J 

ITRftXXXO 

iTRAXXFINSUB 

Difeci Single Name 

Total 

Atemo; CDX/G S09 


OTRE qv 

K,281 


(1370) (22410) 7.6 

53,013 m.4CS (116) 
(8,SS9) (^1) 28 

(2,066) 




(0-2) 


(32.6) 


TT 

( 0 . 8 ) 


(0.4) 

03 

(0.2) 

187 

(021 


(4.0) 

24.1 

107.2 


10,2 

(15,2) 




COXIG 
ttraxx Main 
COXHV 


SrtBn2 Sf17/12 iixm 30OT2 snads 


Basis to 'nieoretical (bps spd) 


COXHY S155)f 
ilranAtein S17 5yr 


1^6 

151-0 

613.0 


Source. Marvel Asia- J.P. Moipan Inveslmsil 5«rA (as oT New 'York dose) 

1 TBU - labia abown includes ndlomi and risk bidois for both indices ard b a nc b os combined 
’ Kalimaled based un end o( day levels, rnsyfluctuile based on enMl-deyliadino aitd voMiiiy 

INTERNALUSEONLV 2 
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C43XHY/1G 6.40 

ttrcuv WVMan 3.80 
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Notional overview 


DRAFT {5/22/1 2) 


iGS 82,460 

OtheriG {14.S00) 

Yield g-0,609) 



EquiV Mezz Se»or 
(5,940) (1,355) (33.020) 28,435 

(22,400) (3.570) fjfl,560> p70) 

(360) (195) (265) 100 

17,769 4,291 4,183 9,295 

36.395 (3,230) 440 39.185 


Told Equity Mezz Senior 


iGS (5,940) (1,355) (33,020) 28.435 

IG55yr (22,400) (3.570) (18.560; (270) 

IG (340) (195) (245) 100 

HY 17,789 4.291 4,2CS S.295 

ITraot 36.395 (3.230) 440 39,185 



COXiGSOSOSY (32.723) 
CDXIGSOBOTY 34.193 
CDXIGS091CY 80,969 
K39 82.460 
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Synthetic credit book - key metrics 
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DRAFT {5/22/12) 

Summary of Synthetic Credit Book - historical stress 

s Pnang io equdiDnum: In addition tobetownsKfectOTS, some indices v^t lose value as they move from richness to fairness 
I 5* Synthetic credit book exposed to six risk factors— Each fedor refwesents a directiona! exposure 
[ s In the short-to-medium term, these exposures can be partially mitigated- But not eliminated 



1 ;'*'^ H I 1 wu ' H lu lAirt 

{Visti -iwnrt wf pMtonlBa»tgM«iir W ' i il i B i |l il n 



1. Credit spread widening 

pireclionalSy) 

s If credit spreads widen across markets 

$ 1 . 006 mm 

$162rom 


2, Maturity mismatch 

{Curve) 

H Ifcrcdilspreads of long-rnaturity positfons get wider 
relative to short-maturtty poslions 

37mm 

89mm 


3. High Yield vs. Investment Grade 

a If high yield positions oiMperform investment grade 
positions relative to th^ portfolio weighting 

3.005mm 

3,921mm 


4. Illiquidity of older Indices / 
Tranches 

(On-the-Hun vs. Off-the-Run) 

B If credH spreads of the older index (the 'off-the-run’ 
index) widen relative to more-recently issued indices (the 
more ‘on the ron* indices) 

samm 

1.252mm 

i 

5. “Super senior” debt vs, “equity" 
positions (Tranches) 

B Ifthere is an increase in the correlation impBed between 
defatdts among names within the tranches 

505mm 

502mm 


S. Default risk 

(Risk on individual names) 

e Ifcredrtevente happen to companies forwhich we have 
'soW protection' 

NA 

NA 



Portfolio worst day 

I $1,94Qmm 

1 1 $2,91 2mm i 

s 


Sura of worst case 

: S4.620nim 

1 1 $5,927mm : 

i 
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DRAFT (5/22/1 2) 

Summary of Synthetic Credit Book - statistical stress 

» Pncing to equilibnum; in addition to betow nskfactors, some indices will lose value as they move from nchness to fairness 
, g Synthetic credit book exposed to six risk factors — Each factorrepresenfs adrectional exposure . 

g In the short-to-medium term, these exposures can be parbaily mibgated — But nek eiiminated 



I I * " I 

ttiM. ;aMmr«<»i»pt>rttol>awB«iinir> W |fci.i ' M W ml iHi 



1, Credit spread wideninq 

B tl credrt spreads widen across marker 




(Directionality) 





2. Maturity mismatch 

m if credt .^reads of long-cnaturity positions get wider 




(Curve) 

relative to stiod-rnaturUy posiUoils 

UQinm 

160mm 


3. High Yield vs. Investment Grade 

g if high yield posiUorts oiitperibrni hvesfmcnt grade 





|x>sitions relative to th«r portfb&o weghling 

1,03Dmm 

1,130mm 


4- Illiquidity of older Indices / 

g If credit spreads of the older index (the "off-fhe-mn' 




Tranches 

irxlex) widen relative to more-recenliy issued indices (Ihe 

490mm 

SSOmm 


(On-ltie-Runvs, Od-the-Run) 

more "on the run" indices) 



a 

5. “Super senior*' debt vs, "equity” 

a Iflhereisan increase in ihe correlation implied between 



I 

posHiorrs (Tranches) 

defaults among rtames within the tranches 

490rTim 

50Dmm 


e. Default risk 

e If credit events happen to companies for which we have 



= 

(Risk on individual names) 

"sold proledion’ 

291mm 

291mm 



Est. total diversified 95% loss potential 

St ,430mm 

i ! $1, 600mm ! 

1 
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Synthetic Credit risk factors details 



Scenano Sigma Loss (Imm) 


90.0% percentile -1.28 1.170 

95.0% percentile 1.S4 1,430 > 

97.5% percenliie 1.96 1,670 

99.9% percentile 3.09 2,550 

Downside Case a’ N/A 3.081 

Downside Case B' N/A 5,175 



B Credit spread widening (Diredionaiily) - Net cfirertionai loss estimate assumes correlation based on 1yr data 


E Maturity mismatch (Curve) 

o Volatility measured as relative movemert of icnger maturity Sjxead vs. shorter maturity spread adjusted for overall drift 
B Combined across asset classes assuming zero correlaBon 
H High Yield vs. Investment Grade 

B Volatility based on relative spread movem«i1 netted for overall directionality 
B Assumes zero correlation between these differences fw US and Europe 


E Illiquidity of older Indices/Tranches (On-lhe-run/Off-the run risk) 
s Sctss 9 is assumed as the off-the-run position 
B Risks are comtsned assuming zero correlation 

B “Super senior"’ debt vs. “equity” positions (Tranches) - Risk factor based on extreme movements of correiafon as seen 
during the credit crisis 

■ Default risk (Risk on individual names) - Exposure based on comprehensive simulation of default risk using capita! model 
B Diversihed sum • All above risk measures combined assuming zero correlation 


' DiversfrieEl sum of 95 CM peronn^io: ’ OwarsifieS son of 9S 9% percMilc 
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Curve exposure (Investment Grade CDX and iTraxx Series 9) 
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Investment Grade vs. High Yield (Compression) 




Itxposure&PM. 


I r'i"iTi'3»tary 
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Off-the-run index risk 


i; 

I 


1 f6 rt n. 1 clior 


1 hipesiH«&P«L 1 

[Comnieiitory 



Noljonali$bn) FV CS01 /$mm) 

Dailv(S0C0s) WTD Since 4/30 




Cunen! 

Delts ACj. (Smn) Spo! OayChg. 

(18339) (18,239) (102348) 




CDXIG9 46,989 
iTraaSS 16 581 

S5.309 (2.563) (25) 16.2 

35,001 (2,334) (18) (0.1) 

Atwye PSL based on an mdicaUve aSribubon 

IG CDXamJiT 



Total 63,570 

90,309 (4.897) (43) 13.1 

trade P&L esiimatkxi 




($mm) 

IGSlOyr IGiaSyr 


(Smm) 

iG9 10yr 

IG 18 Syr 

CS01 

Change 

Close of Day 
Close OtWeeK 
SincQ April 30 

(25.1) (20.8) 

162 (1S.1) 

171 (15.2) 

20 0 (12J?) 


Notional 

Volumes 

IWeek Toal 
1MDailyA*g. 
Since 4/30 

$46,989 

13,224 

28,882 

$43,639 

125,133 


3 SeivOS Se[KlO Sc|h-il 




csni 

Close of Day 
Close ofWeek 
Since April 30 



S»p4>7 Se(H0#;s«p«9 s»p- 


' PVrspresBrssbalanoe s(«i« cisnyl!^ value 
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12I3V11 AQOJI?. Sg1«2 

155 '(293) jl-ll) 
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Tranche Risk 



indei name 

Tranches 

Totel 

CDXie Junior 

0-30% 

122 

CDX!G Super Senior 

30-100% 

(163) 

CUXIG Total 


(41) 

CDXHY Junior 

0-35% 

34 

COXHV Super Senior 

35-100% 

7 

CCXHY Total 


41 

iTraa Junior 

0-22% 

(32) 

iTiaK Super Senior 

22-100% 

(157) 

iTrsK Total 


(188) 

Grand total 


(188) 


LongHSO 

Short 


SuporSr lOy? 

0-30 

10% Con 01 

(ITi 

2S 

Chanoe 



WeekTo Date 

-2.10 

0,27 

Since April 30 

-2.60 

0.50 


i..ongiTtaw9 

Short 


Soper 10>» 

0-22 

10%Corr 01 

•15 

11 

owas 



WeekToOata 

-0.67 

-0.39 

Since April 30 

-0,89 

•0 90 



D aiiy(S(>QD») WTD Sines 4/'3Q 

1BU TBU TBU 


Above PSL basod on an inttestive attiibuSon 
model end .■n^nof msSc* represerrletive 
trade PAL estim^'an 


Graphsof 10% cofre/a/fon sWIT 

TheoreScal max gain^ss b3sed on 10% 
Corr and Spread graph 


I- I ’ Corr«riBliond«tsaseiCOB <>'4 
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DRAFT (5/22/12) 


Default profile 


Sbru 


« of 

S Names 

w/ defaiAt 

loss risk 

P&L given 
debirit 

$ Names 

iv/de^ll 
sain risk 

P&L given 
detaidt 

Awg. 


MX 

Portfolio (today) 

675 

61 

($34) (S212) 

614 

$145 

$615 

Portfolio (pest Dec. ’12) 

672 

222 

(264) (679-. 

450 

124 

615 

IG9 only (today) 

121 

0 

0 0 

121 

233 

481 

IGS only (pos! Dec. 12} 

121 

121 

(485) (679) 

0 

0 

0 



i 


2. Ceiestcalnc. 091.6) 

3. Allied Waste NortH A^Tiefica, O?0-9) 

4. FairfaifRnancial Hoittngs (167.9) 

S Uetcorporafion (1138) 


2. Comcast Catde 
CommurMcaion! 

3. Rohm And Haas 
Company 

4. Rio Tinto Alcan Iftc. 


Uc 


PreJc 


B2C13 


1. impenai Chemical 


3. Hanson Urn 


|$mm) Po5tJune2013 


(1 6) 
(1.5) 
( 0 , 1 ) 


1. impeiial Chemical 

2. Alledis Sa 

3. Royal &SunAlliance 


4. L‘A'r liquids Sodete 
Anonyms Pour L'Etude El 
LTsiploitsSon Oes Procedea 

5. Deutsche Bshn 
Alctlsngeseltschait 

NAl. use ONLY 


(Smm) 

(1.5) 

(15) 

(0.6) 

( 05 ) 


(0.0) 5. Hanson Umlled 



liey&Soni 

Company 

2. Radian Group Inc. 

3. UzClaibome.Inc. 

4. GanneSCo., Inc. 

5. tannarCofporaSon 


’ The New Yo'k Times 
Company 

i. TheT]«Companies, 


5 Tem(4e-lr 


i Company 231.0 


PtBjune 2013 (Smm) 

1. Gas Natural Sdg. SA '615.1 

2. GdfSuez 553.5 

3. UnicreditSodeta Per 483.3 
Aaoni 

4. Banca Morde Dei 469 4 
Pasetii Oi Sena S.PA 

5. Banco Bilbao ^Ipeaya 462 3 

Argentana. Sooedad 
Anonima 


PostJune2013 (Smm) 

1 ©as Natural Sdg. S.A 615.1 

■1 GdfSuez 553.S 

3. Edp-EnorpiasDo 452.3 

Portugal, S.A 

4. Portugal TelSBom 448.4 

International Finance 

B,V. 

5. Banca Monte Del 445.4 


• Psschl Di Sian* S.PA 
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Limits 


DRAFT (5/22f12) 



CS01 Unadjusted 
CDXHY 
CDXLCDX 
CDXIG 


iTraavS^ 


7.6 8.6 

(0 0) 1.8 

(30 9) 39.4 

(11.9) 23.7 


VaR 


158.5 180.D 


Compression 

US Compression Limit 464.5 496.0 

EURCompressionLiniit 176.9 174.0 


iTraaXO 2.8 

iTranFinsub (0.2) 

iTraaRnsen 0,3 


0.6 Tranche Limits 

0.5 10% CoiT Shift 


(1682) 175,0 


CSW10% 

CDXHY 


CDXLCDX 

CDXIG 




SteepeRlO% 
CDXHY 
CDXLCDX 
CDXIG 
iTraaVK 
iTraw)© 
iTtaxx Fmsub 
nraxxBrssen 


(69.4) S4 0 

0,1 0 5 

(430.1) 436.0 

(1752) ^6,0 

612 65-0 

(25.3) 30.0 

4.3 6.0 


Large index Notioaals 
CnXIG.9.7Y 34,2 

CDX1G.9.10Y 47,0 

nraxxS9 7Y 5.4 

iTrawSSlOY 13,0 
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Differences summary 


DRAFT (5/22/1 2) 



(1309) CW*rhtte)i 


OKHV 
TOtXXMN 
rTR4,XX XO 
Oig. in OnTRSY 


Nsls a»o(&17/12 1S 

' nombwOT^csma^ssretoolaw -P&LaliusiM i^vsr^ locap. PosAiverunibir 

irnpOtsmsiXsarsioo high-P&l laducsdlocap 
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Agenda 



B Synthetic credit risk overview 
s Daily price testing — Index 
s Daily price testing - Tranche 


INTERNAL. 


USE ONLY 


IS 
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DRAFT(5/22yi2) 


New trades 


Mitufty 


iioc.cco.cxn! 

(25C,CCIQ,XO) 

(250,ClCD.Cai) 

(25C.CD3.XC) 

(25O,CED,0CC) 

(2SC.CCO,OOOj 

i 2 &o,aK,oa)) 


[TTWW FNSUBSI/a&T 
niWXXf*IS1605Y 
rTRAXX».T^S1605Y 
rrsAXXM-jsisosY 
riRAXX S16 05V 
rrwxxKWsieosY 
rrrv.xx si6 OSY 
rreAxx t*rsi6 osY 
cox W sii 05Y 

C0XWYS1605Y 

CaXWYS17£KY 

CDXHYSntSY 


20-Jun-IT SOCCej 

ZD-Cte-ie Q»PICN 
3(M]ec-16 BKPLCN 
3D-i:ec-1S BNPLCN 
2a-Dec-16 BNPLCN 
20-Dec-16 ^^PLO^J 
20-Dec-16 BNPLDN 
2D-[:te-16 SU’LCN 
2Klun-1S 90A CmR-OTTE 
ZKkirvie 8NPL0N 
20-Cec-IG BNPLON 
2!>-Cec-16 BOA Cmra.Q7IE 


132 CD 

132.00 
16200 

182.00 
18200 
1 K 200 
18200 


9884 

95.8/ 

93.92 


(bps) 
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DRAFT {S/22^12) 


Daily price testing (cont'd) ~ Index 


llciO^/ Jjli xiCr'bwithM rr(i~p snq 





Total lnde*L,_ 

: (6131)1 ^ 

, : 


CCKK3S16Q5Y 
TTKAXX WJ SIS C5Y 
RTiAXX S15 OSY 
nrwxx HNsue si 4 osy 
rniAXX RNSI.SS16 05Y 
RRAXX SIS 07Y 
nrwxx FINSUSS17 05Y 
ITHAXX IW 306 lOY 
rtFWXX FINSIJB S07 tBY 
mwxx xosrr csy 
mWXXFNSLB S15 05Y 
mwxx FI^JSL8 S08 OSY 
rR4.XX RNSB4S17 OSY 
iTR4KX RNSie SISOSY 
tTTWXX RNSU0 SIOOSY 
fTRftXXMJSieiOY 
fTHAXX XQ S15 C6Y 
rRftXXNTJSISiaY 
FTRAXX FWSIH S09 OSY 
[TRAXX WJ SIS CQY 
riRAXX XO S16 CSY 

rro^xx vw S17 C51’ 


USD Facl'jies Qedl Spi«ad OO Ojole htett Qucte CEQuota 

N otmnai(? "-m} BF-Vsiue <£iwn) ftice Type (LONCtase) (MY/t-ONCfase) {NYfLON Ouse) 


(13.2291 /J20 S(»ead 

13.763 (5.73) spmd 

S.1SS (134) spiesd 

1,666 (04S) spread 

1.336 1^53) spread 

1.130 (0.^ spread 

268 (ai2) spread 

1 C2 (0 04) stfead 

(113) OOO spread 

(555) ai3 spread 

(591) 0.19 spread 

(674) 0.04 spread 

(7C0) 029 spaead 

(991) 022 spread 

(1.411) 0.21 spread 

(1.E92) 126 spread 

(1,727) 0.54 spread 

(2064) 147 spread 

(2.161) 023 spread 

(3.587) 0.73 spread 

(5,406) 2.11 sprirad 

(15,287) 637 spread 


109.3 10S.8 loaa 

1803 isai 1803 

134.2 183.0 1S4 2 

502.0 507.1 

523 0 SX7 

20)6 1^2 

506.0 505,7 

220.6 223.5 

581.0 4683 

743.0 741.0 743.0 

KO.O 6202 

448.0 4382 

288.0 298.9 

477.0 463.2 

€SB3 657.2 650 3 

2CQ.6 2CB3 2026 

457.0 446 8 

158,8 158.6 

7093 7tB5 7095 

179.6 1793 1796 


WittfT Spread 
Qffereme 

I 

(25) 

( 0 . 1 ) 

( 1 . 2 ) 


7.8 

(122 

( 20 ) 

0.2 


(138) 

(0 7) 
(10) 
07 
(10.2) 
( 20 ) 

(0.3) 


fvbrKrrPY FV Erceeding 

C^nge (Srpni) __ <>p ^ im] 

(i'3si3)j (136.90)i 

(17.69) (14.CS) 

2.23 1.2S 

(251) (2.27) 

(137) (171) 

0 SI 0 52 

(0,08) (0 02! 

(0.32) (0.29) 

(0 12) (D 12) 

(0.38) (0.19) 

0.04 

(0.46) (0.44) 

027 C.12 

(290) (2.73) 

(0.86) (0.24) 

(057) (0 03) 

1 05 0.31 

(2.31) (220) 

(1.47) (1.11) 

(2.07) 


BYPen'ly 

CQXIG 

CDKHf 

ITR6XXW1 

rwxxxo 


SS,276 

(21,380) 

42538 


(3875) spread 130.8 118.1 

11.00 |XB8 92.5 932 

(11 OO) spread 179.6 179.3 

284 spTMd 743.0 741.0 


1181 


743 0 


! (7 9J:)1 

(27) 10306 

(164) (irois) 

(0.3) 326 

(20) (5 SB) 
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DRAFT (5/22/12) 


Daily price testing - T ranche 


COBi 20 1 2-05-21 


Series 03 Tranche 
COXIG SQ3 W30-100 
CDCGSCSCTYSaiOO 
CtKGSO910Y DO-CB 
CDXiGSCS1C?f 07-10 

OKGSODOTr 03-07 
CCT G S09 C5Y 30-10D 
CCKGS09D7Y 0303 
CDXGSCSOTY 07-10 
CO< G SQ3 CSY 03-07 
OXGSCSOTY 10-15 


cnxG 


moY It 


cccGsoaorr 1S30 
GLX G sua OSY 1&30 
OTiAXX WJSCB10Y 22-1CB 
rnvtxx NW StB OTY 22-100 
rrpAXX VN S09 QSY 22-1 CO 


r^R^xx^^l 

rRAXX»*l 

ITTWXX 

rTH6,»( 

rrwxx 


Q lOY 00-03 
e lov afi-Qo 
eOSY 06-0© 
StBOSV ce-12 
SOS 10Y 09-12 
S09D7Y 09-12 


(215J 

(2S0) 

(331) 

(3C5) 

(1,^) 

(1.970) 

(1.9B0) 

(2,CK5) 

(2,713) 

(2.305) 

(3,S») 

(6,;65) 

(12215) 

21.022 


(Z79) Ufrftons-nOO 
(0.50) ti(rftDnlMCIO 
(431) i^rarttSOO 
(1.B3 upfrDn!->500 
(ai^ Uf>fE(Xil«5aO 
aae i^ifronitsco 
DOO ifrfiont-flOO 
1.D3 i^frcnti-iSOO 
(326 i4)(nvil«500 
0.15 i4i(ian(4500 
0.81 U|)tfcni'f1(X) 
274 n4rcrt*1CB 
0.02 i4><ioi<45a0 

636 upfionBSOO 
0.02 i^or4«100 

236 upfrom-HOO 

1.01 upirtrt»100 

0.03 up1lorK*103 


spieai 


(7.10) 

(1.09) 

(0.21) spicad 
(1.20 upl»oM»500 
(OTS) up(ie«t*3C0 
(0.0» i^ionS*30CP 
(004) spread 
(036) speed 
( 0 . 1 ^ spread 
( 0 . 16 ) spread 


6430 

441.0 

3225 


nche Fljced hd^iandeni hbe» Spres 


(0.99) 
(0.00) 
(2 68) 


(6.20) 

(0.04) 

(9.79) 


JEMorgan 


BANK PROPRIETARY AND/OR TRADE INFORMATION 


OCC-SP.I-00089239 


2337 


DRAFT(5/22/12) 

Daily price testing (confd) — Tranche 




005,2012-05-21 






1836 I 

“ 18,63 


LEDFacrored 

Credi Spread 

COQude 

Adj Tranche Rfced hdepenCeM hdex Spread 

hbrkfTFV 

V feceeding 

R-Cfd^jc! 


SPVaXe(5im9 rriceType (LOMCbsS) 

'based cn s%4 Mail 

Ouole Chanpe 

9 

I 

I 

Csp (S rrm) 

Series 09 Tranche 






(1-33)1 

0.75 

WRAXX WJ SCQ 07V 06-09 

(32) 

aCO tfdror4Y3CO 

13.6 

134 

(0,4) 

(0.00) 


rmftXX !*i SC9 (BY 12-22 

!160) 

aoi spread 

41-0 

302 

00 

000 


nw.xx S£S 07Y 03-05 

(201) 

0.30 i^rant«5G0 

233 

236 

<0.4( 

(0 12) 


nw.xx SC8 05V 03-06 

t-sso) 

aas Cfifiont-iSO} 

23 

1.9 

00 

0D1 


»,« 3C9 07V 1 2-22 

fsre) 

0.27 spread 

2005 

195.4 

(0 4) 

(0.11) 


rnwxx KS D7Y qc-d3 

({56) 

0.94 ^}front-r500 

66.4 

6S2 

(04) 

(0.39) 


iTRAXX see C6Y 00-03 

(3.7S7) 

5.96 tqiffort^eOO 

424 

41? 

DO 

0 15 


Other Tranche 






2988 1 

1S,M 

CCKHVSIOOSYM-IOO 

3,7<“ 

(005) price 

1052 

105.2 

(38) 

0.20 


CrKHYS09B5V35.1CJ3 

3 051 

(0.01) price 

1029 

1029 

202 

(Q 19) 


CTKLCDXSIQQSY 1S10D 

2.B52 

(D.129 prise 

1049 

104.9 

116 

(1.40) 


CGKKV SinD5Y 15-25 

2.C63 

(1-3) fsiee 


906 

(3.8) 

4.81 

2.81 

eeXHT S10 07y 35-100 

1.452 

(D.19) ^ice 

1106 

110.7 

(168) 

322 

1.22 

CCHHV S100TV 10-15 

1,360 

(0.3B) price 

54 

56 

(168) 

B.32 

4,32 

COXW S11 (BY 15-25 

1,015 

(0.B2) price 

751 

75A 

4.4 

(3 64) 

(1 W) 

COX W S09 CSV 2535 

875 

^01) prte 

1029 

102.9 

202 

(0 26) 


OCX MY soe CSV 25-35 

03 

(0.(XI) price 

1005 

1005 

(13 3) 

0.01 


CDXhfYSIOCfiY 25-35 

S5 

(007) p*e 

1036 

103.7 

(3 3) 

0,27 


COX W S11 aSY 35-100 

KH 

(0.02) price 

107.0 

107.0 

4,4 

(ons) 


CDX Iff S11CSY 10-15 

40S 

(0.17) iwice 

123 

123 

4.4 

(0.7B) 


CWHY S10a'/V 15-2S 

3K5 

(0.38) |«5e 

$44 

55.2 

(16 6) 

643 

4.43 

CGXKfSOaOTV 25-35 

262 

(O.OB) pice 

1031 

103.8 

(109) 

0 87 


COXHTfSIOOTY 25-35 

2S 

(0,16) price 

94.4 

949 

(16 8> 

2.75 

0,7S 

orw i-rr S1 1 asv sa-3s 

253 

(OOR) price 

1037 

103,7 

44 

(0 23) 


CCXMf S10CSY 10-15 

232 

(0.14) ptce 

159 

19.7 

(3B) 

0.64 


cox HYSOeOTY 15-23 

S 

(019) price 

8i.e 

835 

(10.9) 

203 

0.03 
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DRAFT (5/22/1 2) 


Daily price testing (cont’d) — Tranche 


COB: 2012-05-21 


■ nc 03 



USOfactortH? CrecHSpc&ad CSOQucAs Adj Tranche F^fc^ W^endcfd hdex Spread Mark^TP^ FV Sxccedkig 

rJotonaMIrrwi) BF VbKjb (S irfij fticeType jLONCfase) {based on Ref hder) Quote »ange OMnge($rr m) Cap ($ ran) 


OUier Tranche 

acxiG so7 0?Y c7-ia no 

ca>CLCDXS10CSY 12-15 110 

CCX Hr see 07Y 35-100 1 09 



CCXKY SlMOTr 10-15 47 

CCKMT S11 OVY 10-15 17 

CDXHt S07 07Y 15-25 

CTAW S0707V 35-lGO 

OK GSOrOTf 15-30 

CdKGSOrOTYjO-ICO 

cnxesoooTT 03-07 

CHUG 508077 07-10 

OCX G S<BD7Y 1515 

OOXG S(S 077 30-100 

era C S10 057 0507 

CraGSlQ05Y07-10 

CraWS1107Y15-75 (3D) 

CraKT 309057 1515 (71) 

craw 509057 35100 (&*) 

era GS15 057 00-03 (195) 

era GSOa 077 1530 (37S> 

craw 508 057 1515 (812) 

craw soe 057 1525 d.CSS) 

ax W 503057 1 525 (V«10) 

(TRAXXK*1S15 077 22-100 2.554 

IT?WXXK*rS15057 22-103 2,490 

mWXX WJS1S03Y 2Ma3 3S3 

nWXXWJ 505 107 0503 192 

mWXXkH see 1DY 0509 26 

INTERNAL USE OMi.Y 


^.04} i«dron|iSXI 
(003) prfcs 
pj.OI) price 
(0.01) i¥ilroni»2S 
(OI^ price 
(Q.04) piire 
( 000 ) price 
( 0 . 01 ) pries 

^00) ^ics 
COO i^rtrord-f-lOO 
(0.0(}) I4)(toi*!-1DO 
COO upfro.-«<60C 
0.00 i«>f[cr«<600 

(0.00) i^frcrd-alOD 
(000) ipitonM-ion 
0.00 upfronl*500 
^.00) 


(D-as) 

(0.50) 

(0.02) 

(0.23) 


spread 

up1rcnH500 


(0.11) upftoneSOO 


10Z5 


1102 


(1.3) 

(13) 

124 

02 ) 


( 1 . 6 ) 

(2.5) 
(50 

326 

100.S 

36.5 

( 1 . 6 ) 

93.2 

99.2 
1002 

66.6 
472 
16 S 
41 ,S 
28,7 


16.2 

(10.9) 

(3C) 

(64) 

(109) 

(6 4) 

S6 

IBS 


(79 3) 

(29 3) 
(29 3) 
(0 8) 
(0.8) 
(6 4) 

25.2 
(13 3) 

(30) 

(293) 

(13.3) 

23.2 
(13.3) 

(1.2) 

(20) 



003 
(0.23) 
(0.01) 
000 
(0.01) 
(0 01) 
(0.07) 

0(51 

(OCO) 

D.UO 

(015) 


(0 00) 
(1.90) 
(1.06) 
(2.70) 
6.E3 
(0.12) 
1.17 
0.57 
004 
(1.76) 
(0.BS) 


(0.70) 
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DRAFT(5/22/12) 


Daily price testing (cont’d) - Tranche 


C 0 'V Dilbrencc 


ufti ‘,>ricins , 




USD Fadored Odd ODQucrte Tf^kche Rioed hdex Spkread ^fe^k!TFV FV Ecceoding 

H.i Mnalf5.n»rd 3PV alue{ SnTO) Free Type (LON Cbse) (based on tte f Well) Chai^ g angs (S rn n) CapjSCTn) 


Other Tranche 

TTRAXXWSISCISV 03-05 

rmAXXwjsoeioY as-i2 

fTRFXX W S06 lOY 12-22 
nHAXXVNSOeiDV 22-10) 
rTFW,XXf.»4S0710Y 06-09 
HkAXX so 7 1 DY 09- 1 2 
rTHAXXN»JS071DY 12-2? 
rrtwxx f.»4 507 10Y 22- 1 CO 
FTHAXX S15 03Y 00-03 
ITRA XX WJ SC6 lOY 00-03 
rTRAXXN»JS15 07Y 03-05 
r^AXX WSISQSY 00-03 
FTRAXX WN S15 OTY 00-03 


13 (0.02) i^rord-iStlD 108 

{Q.OC^ spread 6560 

(0.01) spead 3105 

(0.00) ^Head ^7 

(OXS) t^ioi«i-300 29.8 

(D.OC^ spread 638.5 

(O.DCQ spread 2990 

O.CC Sf^ead 69.3 

((Sq 0.15 ivtiontiSOO 493 

(133 0.13 nrfronS^SM 7&4 

(24F^ 0.42 L^ront-i5O0 361 

(332) 043 upfionl-rSXI 626 

(377) 0.« upttor4-t600 69.6 


104 

2926 

^8 



3002 


74.3 
35.7 
624 

69.3 


j • . 20.24 I 15.90 I 

(20) OOF 

7.8 (0 02) 

7.3 (0.12) 

7.8 (0 04) 

2.S (0.01) 

7S (0.01) 

2 S (0.00) 

26 0,00 

(2.0) (0.31) 

78 0.98 

(1.4) (0.66) 

(1.2) (0.49) 

<>.4) (0.56) 


By Family 
cnxKY 
cnxe 
FTRAXX W 


(346) 

621 

(4.37) 


Change due to the OnTR 5Y Index 

925 93 2 93.2 

1268 1181 118.1 

179.6 179.3 179.6 


(16.51) 

1 30 
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DRAFT {5/22/1 2) 


Volume and activity update 


I r 


Ciicir.s tu.iu'.iri 

Senes Untrsnehed 

CDXIGS09 /94.674 

iTtaxtMNSOS 616,379 

CDXIG518 333,402 

iTfa«MNS16 296,060 

iTra»xf^S17 307,024 

CDXIGS17 240,714 

C0XtGS16 173,638 

CDXIGS15 175,372 

CDXHYS17 72,324 

CDXHYSIO 70,470 

iTtawXOSie 64,662 

iTia«X0.S17 60,580 

CDXHYSQ9 53,980 

iTfawRnSubS17 24,375 


•lal ($rnm) 


609.535 

517.046 

N/A 

N/A 

N/A 


M/A 

8.303 


M/A 

N/A 

NiA 


WeeldyaclivillftSnini) 
Unirandied Tranched 


15,309 

13,460 

141.462 

4,90a 

122.968 

10,196 

563 

658 

2.723 

B03 

309 

32.567 

232 

2.767 


1,764 

WA 

WA 

N/A 

N/A 

20 

WA 

N/A 

209 

245 

N/A 

SO 

N/A 


% of no6onal Iraded 
Untranchad Trsrieherf 

193% 029% 

2.18% N/A 

42 43% N/A 

1 66% N/A 

40,05% N/A 

4.24% 1 00% 

Q.31% N/A 

0.38% N/A 

3.73% 32.18% 

0.85% 052% 

0 48% N/A 

47.49% N/A 

0.43% 0.23% 

11.35% N/A 


Seuree: DTCC (weak ending S/11/12) 
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Executive summary 



DRAFT (5/23/12) 


Trades 


» Bought pfotoction €250mm iTraxx Main S17 5y 
a Bought protection S2,10Dmm CDX IG S18 5y 
• Sold protection SSIOmm CDX HY S18 5y 


SummaiV commerttary 


B New trades increased risk in 10%CSW terms by S2,5mm (new trade 
activity only, does not include changes due to market moves) tO 

» P4L$(119,5)mm driven by: CO 

s Compression $[42)mm globally 
B WideningoflG912/17v8,OTRlGS106y$(48)mm 
91 Equity tranche steepening, super senior widening $(25)mm 


IF! Morgan 


OCC-SPI-()0()8929.‘5 


DRAFT (5/23/12) 


Risk and market summary 


a 

o 


ilsk summary {cob5/23'12) 


($mm! 

Notional 

SYeqv. 
OTR Eqv 

CS01 

BetaAdj. 

CS01 

10 % csw 

Syr eqv. 

DoD Change 
CS01 

CSW1 □% 

Change since 4/30/12 
CS01 CSW1D% 

Beta ’ 

CDXIG 

47,065 

59,631 

(28.9) 

(33.0) 

(474) 

(3.814) 

3.3 

74,2 

9,7 

32,9 

1.00 

CDXHY 

(810) 

(20,858) 

72 

39.6 

435 

2.385 

(0.6) 

(49.7) 

(1.2) 

(26.1) 

5.50 

ITRAXXMN 

88,631 

26 .850 

(11.3) 

(16.9) 

(260) 

(8,857) 

4.8 

35.7 

12.3 

127.0 

1.50 

ITRAXXXO 

(8,555) 

(8,140) 

2.8 

15.5 

163 

178 

0.0 

(7.7) 

(0.3) 

(3.2) 

5.50 

ITRAXXFINSUB 

(2,856) 

373 

(0.2) 

(0.7) 

(11) 

(315) 

0.1 

5.3 

0.4 

13.3 

4.50 

Direct Single Name 

800 

511 

(0-2) 

(1.7) 

(20) 

511 

(0.2) 

(20.1) 

(0.2) 

(20.1) 

5.90 

Total 

> CDXIG SOU OSYuses s beta olO.S 

125,952 

57,065 ' 

(30,3) 

3.6 

(160) 

(9.02 1) 

7,3 

B7.4 

21.0 

133.0 



’ TBU - table shown includes notional and risk factors for both nidicosand tranches combined 

Note: PosItive/NegatIve notional d^a denotes long/shoit risk; PosItIvefNegatIve CS01 denotes shorl/long risk 

Betas are computed off on the run IG (318) 


[ Market summary^ (cob 5/23/12) 






Spread 


Basis to Theoretical (bps spd) 


5/22/12 

5/21/12 

5/18/12 

4/30/12 

3/30/12 

5/21/12 

1 week 

1 month 

CDXIG 

S185yr 

116.5 

118.0 

123.2 

94.7 

91 ,5 

(5.3) 

(6.6) 

(0.5) 


S95yr 

86.0 

97,4 

92.2 

68.1 

70.8 

(8.9) 

(0.1) 

4,5 


SSlOyr 

159,0 

157,7 

160.4 

119.4 

113.1 

(4.3) 

(1.7) 

12,5 

CDXHY 

S18 5yr 

671,0 

678.2 

7M.7 

579,7 

570,9 

64.0 

33.1 

43.5 

iTraackfeln 

S175yr 

171.5 

180.5 

182-3 

140.5 

125.0 

3.6 

(0.7) 

5,S 


SSlOyr 

209,0 

218,5 

219.8 

170.5 

151.0 

(5.3) 

(2.7) 

8,5 

iTraw Xover 

S175yT 

710.0 

744.0 

756.5 

650.0 

613.0 

16,9 

(10.6) 

(2.3) 


Source: Market data - J.P. Morgan In'/estment Bank {as of New York close) 

^ Estimated based on erd of day levels, may flucluale based on end-of-day trading and wilalility 
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Synthetic credit book - key metrics 



Note: Histories! and Statistical Stress use prior methodology. To be updated with new methodology In future distribution. 


I VAR 95 Trend (Smm) ^ B Synthetic Credit ftWA ($bh} 
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Summary of Synthetic Credit Book - historical stress 


s Pricing to equilibrium: In addition to below risKfactoi^, , some indices will lose value as they^ move from richness, to fairness 
I Synthetic credit book exposed to,sixTisk„.factors - Each factor represents a directional exposure 
I In the short-to-medium term, these exposures can be partially mitigated - But not eliminated 


1 . Credit spread widening 

(Directionality) 


2. Maturity mismatch 

(Curve) 


3. High Yield vs. Investment Grade 


4. Illiquidity of older Indices/ 
Tranches 

(On*the*Run vs. Off-the-Run) 

5. “Super senior” debt vs. “equity” 
positions (Tranches) 


6. Default risk 

(Risk on individual names) 


Note: 5/22 values undei ne-<v meihodoiogy, 4/30 values under pritff methodology. To be updated. 


5/22/12 


Description Of When position loses money 


« if credit spreads widen across markets 

B If credit spreads of long-maturity positions get wider 
relative to short-maturity positions 

a If high yield positions outperform investment grade 
positions relative to their portfolio weighting 

a If credit spreads of the older index (the "off-the-run” 
index) widen relative to more-recently issued indices (the 
more "on the run" indices) 

Cl If there is an increase in the correlation implied between 
defaults among names within the tranches 

a if credit events happen to companies for which we have 
"sold protection” 

Portfolio worst day 
Sum of worst case 


HlStOM(.Ul WUISt 

single clay 


$2, 196mm 
$3, 176mm 


S162mm 


NA 


$2,91 2mm 
$5, 927mm 
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Summary of Synthetic Credit Book - statisticai stress 


M Pricing to equilibrium:. In addition to, below, risk factors, some indices will lose value as, they move from richness to fairness 
s Synthetic credit book exposed.to six risk factors - Each factor represents a directional exposure 
s In the short-to-medium term, these exposures can be partially mitigated - But not eliminated 


1 . Credit spread widening 

(DirectionaNty) 


2. Maturity mismatch 

(Curve) 


.l^at^rlption of when position loses money 


a if credit spreads widen across markets 


I If credit spreads of long-maturity positions get wider 
relative to short-maturity positions 


3. High Yield vs. Investment Grade 


I If high yield positions outperform investment grade 
positions relative to their portfolio weighting 


4. illiquidity of older indices / 
Tranches 

(On-the-Run vs. Off-the-Run) 


a If credit spreads of the older index (the “off-the-run" 
index) widen relative to more-recently issued indices (the 
more "on the run" indices) 


5. "Super senior” debt vs. “equity" 
positions (Tranches) 


a if there is an increase in the correlation implied between 
defaults among names within the tranches 


6. Default risk h if credit events happen to companies for which we have 

(Risk on individual names) “sold protection” 


Est. total diversified 96% loss potential 


1 . 5/22/12 , 1 

1 4/30/12 I 

1 95'. Ilr |U!>5 1 05 ilu loss. I 

1 potential 1 poteiitid'* | 

$200mm 

S430mm 

150mm 

160mm 

1,170mm 

1,130mm 

500mm 

850mm 

490mm 

500mm 

291mm 

291mm 

i $1, 420mm i 

; $1, 600mm i 


Note: 5/22 values undef new methodology, 4/30 values under prior methodology. To be updated. 
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Synthetic Credit risk factors details 


1 Sensitivity analysis 1 

Scenario 

Siqma 

Loss ($mm) 

90.0% percentile 

1.20 

1,150 

; 96.0% percentile 

1.64 

1,420 I 

97.5% percentile 

1.96 

1,660 

99,9% percentile 

3.09 

2,510 

Downside Case A’ 

N/A 

2,801 

Downside Case 

N/A 

4,636 


Assumptions behind analysis 


■ Credit spread widening (Directionality) - Net directional loss estimate assumes correlation based on lyr data 
5! Maturity mismatch (Curve) 

H Volatility measured as relative movement of longer maturity spread vs, snorter maturity spread adjusted for overall drift 
R Combined across asset classes assuming zero correlation 


R High Yield vs. Investment Grade 

a Volatility based on relative spread movement netted for overall directionality 
K Assumes zero correlation between these differences for US and Europe 

» Illiquidity of older Indices/Tranches (On-the-run/Off-the run risk) 

£3 Series 9 is assumed as the off-the-run position 
ra Risks are combined assuming zero correlation 

s "Super senior” debt vs. “equity” positions (Tranches) - Risk factor based on extreme movements of correlation as seen 
during the credit crisis 


u Default risk (Risk on individual names) -■ Exposure based on comprehensive simulation of default risk using capital model 
H Diversified sum - Aii above risk measures combined assuming zero correlation 


' Diversified sum of 95.0% percentile; ^ Diversified sun of 99.9% pwoer*ile 
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Appendix 10 


s Curve exposure (InvestmentGrade CDX and iTraxx Series 9)IG vs. HY 
a Investment Grade vs. High Yield (Compression) 
m Off-the-run index risk 
a Directionality 
B Tranche Risk 
a Default profile 
a Limits 

a Differences Summary 
a Daily trades (May 23, 2012) 
a Synthetic credit risk overview 
a Daily price testing - index 
o Daily price testing -Tranche 


tr 

O 


a: 

w 


< 

Q 


O 
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Curve exposure (Investment Grade CDX and iTraxx Series 9) (cob 5/22/12) 


DRAFT (5/23/12) 


i 

i 


Risk depiction 


Curvo«ixppbiire rhtai' (in' i. c^VJ Siiim) 

Shortrisk 

-.Jit I 


Oai{y(SOOO) 


(42,846) 


(95,059) 


(1,373,947) 


(100) 

(200) 

(300) 

(400) 

(500) 


Above P&L based an an indicaUve aUribution 
model and may not match representative 
trade P&L estimation 


s Our cup/e risk arises from the portfolio 
being short risk in lesser maturities (Pre 
Dec 2016) and long risk in greater 
maturities {post Dec 2016) 

H Our exposure to this is approximately 
$8mmm loss per bp in steepening in iG9 
with a forward long of $34mm 


» § » ; 


J R S Fi fq 

] % i s ^ 



Notional ($bn) 

PV 

10%CSW($nim) 

350 •; — — .svf — lovr — .s/'iOyr 

too 

(mm) 

Dec,'12 

Dec, ’17 

Maturity 

Current 

Delta Adj. 

($mm) 

Spot DayChg, 



Notional 

($32,723) 

$46,999 

Dec. ‘12 

($33) 

($145) 

5417 

$67 

($5.2) 

1“<> 1 M Vy 

Volumes 



Dec. ’17 

47 

55 

(2,410) 

(382) 

7,7 



IWeekTotal 

2,848 

18,035 




Net 

(449) 

2.6 


■.1^ 

1M Daily A/g. 

1,604 

2,084 








' k'S’ : 

Since 4/30 

33,877 

36,654 







1 50 f W ^ ' 

Days to Liquidation 

97 

113 







2 O -L- - - — 

• (10.0).. 

(20% dally avg. vol.) 




Sep-07| Sep-08 Sep-09 Sep-lO Sep-11 ■ 

{$rmi} Dec '12 Dec '17 Slope Ks. Loss His. Oain 


CS01 

Spread 


($25.6) ($33.7) 
ISebps 72bps 


{$143} $4,951 
76bps (75hps) 


Nofional (€bn) 

NAaluriry Current Delta Adj- 


PV 10%CSW($mm) 
($mm) Spot DayChg. 


Jun. ’13 
Jun. ’18 


(€31) 31.628 S79 

27 (2,181) (370) 
Net (449) 


50.1 

12.2 


.250 I 
-C3200 I 

I 

gl© I 

— so ! 


Svr .~~]Qvr — .S/lOvr . 


80 

(mm) 

Jun ’13 

Jun. '18 

i 

Notional 

€16,912 

€12,985 

T ^Og- 

Volumes 



1 zoST 

IWeekTotal 

6,170 

2,381 

j' 0.? 

IM Daily Avg. 

1,095 

292 


Since 4/30 

20,277 

5,262 

140! 

Days to Liquidation 

77 

222 


Sep-07 5ep-08 Sep-09 Sep-10 Sep-11 
{$nTn) Dec '12 Dec 17 Slope His. Loss His. Gain 


(20% daily avg. vol.) 


35.4 ($17.7) ($23) 

55bps 209bp5 54t>ps 


(5196) $2,028 
63bps (34bp5) 


' PV represents balance sheet carrying value 
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Investment Grade vs. High Yield (Compression) (cob 5/22/12) 

Compression exposure detail 


DRAFT (5/23/12) 


Exposure & P&L 


Ed, 


5^1 ?i 


Decompression 10%CSW 

Smm 

CDXIG 


(500) 

CDX HYA-CDX 


485 

ITRAXXMN/FINSEN/SOVX 

(275) 

ITRAXXXO/FIN SUB 


172 


CDXIG 

CDXHY 

(Smm) 

(S17/S16) 

(S17) 

Maturity 

3/21/2017 

12/20/2016 

Notional 

$51,427 

($7,271) 

CS01 

(24.2) 

2.5 

10%CSW 

(273.9) 

155 9 

CSW10% Chanae 



Close of Day 

16. B 

(4.6) 

Close of Week 

(169.4) 

(11.0) 

Since April 30 

(147.6) 

(6 9) 

(Jmm except 

ITraxx MN 

iTraxxXO 

notional) 

(S16/S17) 

(S16) 

Maturity 

3^1/2017 

12/20/2016 

Nofionai 

(€1,194) 

(€4,917) 

CS01 

1.2 

2.1 

10%CSW 

20.4 

136.9 

CSW10% Chanae 



Close of Day 

(0.8) 

(6-5) 

Close of Week 

74.0 

(6-4) 

Since 4pril 30 

184.8 

(0.0) 


P&L (SOOOs) 
Compression 
CDXlGvs. HY 
iTraxxMNvs.XO 
Other 


Dally 


Above P&L based on an indicative attribution 
model and may not matcfi representative 
trade P&L estimation 



0 r- 

— 

, 

- 0 

3/07 3/08 

3/09 3/10 

.3/11 3/12. 


Current 

Historical 


(Smm) 

CS01 Spread 

Loss Gain 

IG(S17/S18) 

(24-2) 118 



HY{S17) 

2.5 875 

($504,9) $1,050,2 

IGvs. HY ratio 

S,69x 

4.00X 9.23x 

.1,000 • 

.mm — XO-MN 

I 12 


rv 

— — X0A4N flatio 


500 7*^ 



I e 

. 250 



(.3 

: 3/07 3/08 

•' 3/09 3/10 

3/11 3/12 


Current 

Historical 


(Smm) 

CS01 spread 

Loss Gain 

MN (S16/Si7) 

1-2 172 



XO(S16) 

2.1 710 

($200.6) $2,121.8 


MN V5. XO ratio 


WTD Since 4/30 


(42.776) (144,921) (436,564) 
(6,568) (134,901) (133,124) 
(35,465) (9,045) (321,601) 

1,257 (975) 1S,161 


i We are long investment Grade and Short 
High Yield such that we lose if High Yield 
widens (narrows) less (more) than a ratio of 
5: 1 to Investment Grade 


($mm) 

CDXIG 

{S17/S18) 

CDXHY 

(S17j 

Notional 

$51,427 

($7,271) 

Volumes 

1 Week Total 

143,561 

23,560 

1M Daily Avg, 

19,926 

3,052 

Since 4/30 

366,695 

54,043 

Days to Liquidation 

13 

12 

(20% daily avg. vol.) 

(Emm) 

ilraxx MN 
{S16/S17) 

iTra)«XO 

1S16) 

Ncfional 

(€1,194) 

(€4,917) 

Volumes 

IWeekTota! 

93,910 

24,605 

liVl DailyAvg, 

13,210 

4,141 

Since 4/30 

236,648 

71,540 

Days to Liquidation 

0 

6 

(20% daily avg. vol.) 
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Off-the-run index risk (cob 5/22/12) 





Riskdopicton 


Notional ($bn) PV CS01 ($mm) 


Curre nt DeltaAdj. ($rr.m) Spot DayChg. 

CDX1G9 '4679T9 55,398 (2.410) (26) (0.5) 

iTraxxSg 16.569 35,056 (2.161) (18) (0:i) 


Total 63,558 

90.453 

(4.592) (43) 

(Smm) 

IG9 1C>7 

IG1B5yr 

CS01 

(25.6) 

(20.5) 

Change 



Close of Day 

((3.5) 

0.3 

Close of Week 

16,5 

(14.9) 

Since April 30 

19,5 

(12,0) 


($mni) 

MN S9 1Cyr 

MN S17Syr 

CS01 

Change 

(.17-7) 

6.9 

Close of Day 

(0.1) 

0.0 

Close of Week 

0.1 

3,4 

Since April 30 

1.5 

10.8 


DaHy($0005) WTD Since 4/30 

(3,315) (52,282) (136,391) 

Above P&L based on an indicative attnbution 
model and may not match representative 
trade P&L estimation 


SYOrn — — 10V59 - ..0TK/S9 



Sep-07 Seg-08 Sep-OS Sep-10 Sep-U.. 



Sep-07 Sep.-08,. 5ep-C9 Sep-10 Sep-U 


a This refers to the risk that we hold large, 
concentrated positions in off-the-run indices in 
IG CDX and iTraxx 


($mm) 

1G9 lOyr 

IG 10 Syr 

Notional 

Volumes 

$46,989 

$43,089 

IWeeKTotaf 

18,035 

143,561 

IMDallyAvg, 

2,084 

19,926 

Since 4/30 

36,654 

366,695 

Days to Liquidation 
(20% dally avg. vol.) 

113 

11 


(€mm) 

MN S9 lOyr 

MNS17 5yr 

Notional 

eiS,5S9 

(€15,276) 

Volumes 



1 Week Total 

2,381 

93,918 

1M Daily Avg. 

292 

13.216 

Since 4/30 

5,262 

236,648 

Days to LiquidaSon 

204 

6 

(20% daily avg. vol.) 




’ PV represents balance sheet carrying value 
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Directionality (cob 5/22/12) 


DRAFT (5/23/12) 


1 10% CSW ($mm) 



rJ S 


Exposure &P&L 


Daily($OOQs) WTD Since 4/30 

(9;207) 638 (370,055) 

Above P&L based on an indicative attribution 
model and may not match roprasentative 
trade P&L estimation 


I Commentary 


G SIS 5 yr spread 


S«p-07 Sop-06 Sep-09 Sep-10 Sep-ll 


iTraxxSIT 5 yr spread 


Sep-G7 Sep-08 Sep-09 Sep-10 Sep-11 
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Tranche Risk (cob 5/22/12) 



1 Risk depiction 




Index name 

Tranches 

Total 

CDX.1G Junior 

0-30% 

124 

CDXIG Super Senior 

30-100% 

(164) 

CDXIG Total 


(41) 

CDXHY Junior 

0-35% 

37 

CDX.HY Super Senior 

35-100% 

8 

CDXHYTota! 


45 

iJraxx Junior 

0-22% 

(28) 

iTraxx Super Senior 

22-100% 

(150) 

iTrawTctal 


(170) 

Grand total 


(174) 



Long IG 9 
Super Sr. lOyr 

Short 

0-30 

10% Corr 01 

(18) 

25 

Change 



WeekTo Date 

0.12 

-0.06 

Since April 30 

-2.92 

0.32 



Long iTra»(9 

Short 


Super 10yr 

0-22 

10% Corr 01 

-l5 

11 

Chanpe 

WeekTo Date 

0.30 

■0.16 

Since April 30 

-0.70 

-0.70 



Dai}y($000s) WTD 

TBU TQU 


Since 4/30 
TBU 


Commentary 


Above P&L based cn an indicative attribution 
model and may not match representative 
trade P&L estimation 


Graphs of 10% correlation shift 

ThooraScal max gain/loss based on 1 0% 
Corr and Spread graph 


CIO Vo! traded since Apr 30“’ 
Implied Daily, weekly P/I 


'• Correlalion data as of COB 4/4 
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Default profile (cob 5/22/12) 


Total exposure 


Portfolio 

#of 

names 

# Names 
w/ default 
loss risk 

P&L given 
default 

# Names 

w/ default 

PSL given 
default 

Atfg. 

Max] 

gain risk 

Avg. 

Max. 

Portfolio (today) 

675 

90 

($42) ($253) 

585 

$156 

$639 

Portfolio (post Dec. ’12) 

672 

250 

(240) 

(599) 

414 

133 

639 

IG9 051/ (today) 

121 

0 

0 

0 

121 

260 

553 

IG9 only (post Dec. '12) 

121 

121 

(460) 

(599) 

0 

0 

0 


Top 5 exposures 




tSss' ' 

- 

— ^ 


Galn"V* 

: 

■ 


Pre December 2012 

($mm) 

PostDecember2012 

($mm) 

Pre December2012 

($mm) 

PoetDecemb6r2012 

($mm) 

1. H, J. Heinz Company 

(253.0) 

1. Capital One Bank 

(596.6) 

1. R.R, OonnelleyS Sons 

552,8 

1. Brunswick Corporation 

265,1 



(Usa), National 


Company 




2, Boston Scientific 

(245.9) 

2. Goodrich Corporation 

(536.4) 

2. Liz Claiborne, Inc, 

532,6 

2. The New York Times 

251,1 

Corporation 






Company 


3. Directv Holdings Lie 

(239,3) 

3. Mcdonald'S Corporation (533,7) 

3. Gannett Co,. Inc, 

532,3 

3, The TlxComoanles, 

Inc. 

4. Dean Foods Company 

235,6 

4. Nabors Industries, Inc. 

(232,6) 

4. Baxter International Ino. 

(533.6) 

4. Lennar Corporation 

531,5 

231,6 

5. The Gap, Inc. 

(222.1) 

5, Bristol-Myers Squibb 

(532.6) 

5. BeloCorp, 

530,2 

5. Temple-inland Inc, 

222.7 



Company 






Pre Juno 2013 

($mm) 

PostJune 2013 

($mm) 

Pre June 2013 

($mm) 

PostJune 2013 

($mm) 

1, Imperial Chemical 

(1-5) 

1. Imperial Chemical 

(1-5) 

1. Gas Natural Sdg, S,A 

638.7 

1. Gas Natural Sdg, S.A 

638.7 

2. Atadis Sa 

(1.4) 

2. Atadis Sa 

(1.4) 

2, GdfSuez 

580.6 

2, GdfSuez 

580.7 

3. Hanson Limited 

(0.1) 

3. Royal & Sun Alienee 

(0-5) 

3, Unicredit. Societa Per 

507.2 

3. Banca Monte Dei 

465,9 



Insurance PIc 


Azioni 


Paschi Di Siena S.P.A 


4. L’Ar Liquide Sodete 

(0-0) 

4. The Royal Bank Of 

(0-4) 

4, Banca Monte Dei 

489.9 

4. Banco Bilbao Vizcaya 

461,0 

Anonyme Pour L’Etude Et 


Scotiand N.V. 


Paschi Di Siena S.P,A 


Argentaria, Sociedad 


L'Expioitation Des Precedes 






Anonima 


5, Deutsche Bahn 

(0.0) 

5. Hanson Limited 

(0.1) 

5, Banco Bilbao Vizcaya 

485,8 

5. Unicredit, Societa Per 

458.8 

Akfiengesellschaft 




Agentaria, Sodedad 
Anonima 


Azioni 


^NAL USE ONLY 
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DRAFT (5/23/12) 


Limits (cob 5/22/12) 


1 Summary 

Usage 

5/21/12 

Synthefic 

Limit 

Limit (Smm) 

Usage 

5/21/12 

Synthetic 

Limit 

CS01 Unadjusted 



VaR 

158.S 

180.0 

CDRHY 

7.B 

8.6 




CDX.LCDX 

(0.0) 

1.8 

Compression 



CDXiG 

(30-9) 

39.4 

US Compression Limit 

484.5 

496 0 

iTraxx MN 

(11.9) 

23.7 

EUR Compression Limit 

176.9 

174.0 

ITraxxXO 

2.8 

3.3 




iTraxx Finsub 

(0.2) 

0.6 

Tranche Limits 



iTrawFinsen 

0,3 

0.5 

10% Corf Shift 

(188.2) 

175.0 

CSW10®* 



Steepen10% 



CDXHY 

404.8 

496.0 

CDXHY 

(69.4) 

64,0 

CDXLCDX 

(0.3) 

0.1 

CDXLCDX 

0.1 

0.5 

CDXIG 

(510.7) 

549,0 

CDXIG 

(430.1) 

436.0 

iTraxx MN 

(300.1) 

434.0 

iTraxx MN 

(176.2) 

265.0 

ITraxx XO 

191.3 

201.0 

iTraxx XO 

61.2 

65,0 

iTraxx Finsub 

(14.3) 

27.0 

iTraxx Finsub 

(25,3) 

30.0 

iTraxx Finsen 

8.5 

12.0 

iTraxx Finsen 

4.3 

6,0 

Large Index Notionats 






CDX1G.9.7Y 

34.2 

34.2 




CDXiG.g.lOY 

47,0 

81.0 




iTraxx S9 7Y 

5.4 

5.4 




iTraxxSS 10Y 

13.0 

13,0 





INTERNAL USE ONLY 
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Differences summary 


DRAFT (5/23/1 2) 


I CIO Credit Coilateraj differences - 1 

Hy r <uiif< rpaity (Smmj 

Sum of 

Counterparty WTM 

Sum of GP Sum of MTM 

MTM Diff 

by instiuiiiuiU ]) 

hstrumeit Sum of MTM 

Sum of CP 

MTM Sum of MTM Diff 

CA 

(29) 

(29) 

0 

CDXK3S09iaY 00-03 

(1,376) 

(1,380) 

12 

BBVASA 

0 

0 

(0) 

rrRAXX MN S06 lOY 06-09 

60 

70 

(10) 

BNPP 

355 

372 

(16) 

CDXHY S09 05Y 15-25 

(21) 

0 

(22) 

BOA 

55 

65 

(11) 

COX htr S03 05Y 10-15 

2B 

15 

13 

BPLC 

(105) 

(97) 

(7) 

fTRAXX MM S09 10Y 22-100 

(549) 

(558) 

9 

CBKAG 

(2) 

(1) 

(0) 

CDX IG S09 05Y 00-03 

412 

416 

(5) 

CGML 

(6) 

(6) 

0 

CDXIGS18 05Y 

5 

9 

(4) 

cm 

(130) 

(141) 

12 

CDXtGS0910Y 10-15 

208 

216 

(8) 

CSl 

(200) 

(209) 

9 

COX HY 61 1 07Y 

0 

(14) 

15 

CSX 

(48) 

(54) 

6 

CDXK3S0910Y 15-30 

34 

37 

(3)' 

□BKAG 

399 

388 

11 

Other 

1.S01 

1,574 

28 

GSI 

(13) 

(29) 

17 

Total 

402 

377 

25 


htSBCEU 

12 

8 

4 

HSBCUS 

(7) 

(10) 

3 

MLl 

5 

5 

(0) 

MSCS 

177 

145 

32 

MSIL 

(93) 

(91) 

(2) 

NOMURAIP 

126 

127 

(1) 

RBSR.C 

73 

74 

(1) 

SGCIB 

(4B) 

(29) 

(19) 

UBSAQ 

(122) 

(110) 

(12) 

Tofa! 

402 

377 

25 


1 CIO PV Differences with MarWT pricing I 

ilndex 

«! A 1 

FV FV Exceeding 
Change Cap' 

Tranche ($mm)'' 

MarkfTPi/ 

Change 

Pi/ Exceeding 
cap ' 

Pri c 1 n g. tj^lera 'n ce ■* 

. Position Position 

Type Type 

Independent 

Source 

Notes 

Series 09 Index 

(78.6) (69.2) 

series 09 Index 

45 9 

31,5 

index-IG 

Yt bps 

Marldt 

Aggregate max.: $50mm 

Other Index 

70.0 63.0 

Other Index 

(54.3) 

(29.5) 

Index -HY 

1 bps 

Marxit 

Aggregate max.: $53mm 

Subtotal 

(8.6) (6.2) 

Subtotal 

(8,4) 

2.0 

Tranche 

$2 mm 

Dealer quotes 

Per podSon 

By Fam'ly 


By family 







CDXIG 

(129.1) 

CDXIG 

(37.5) 






CDXKY 

120,7 

CDXHY 

20.3 






TRAXXMM 

(0.2) 

FTRAXXMN 

(0.1) 






TRAXX XO 

1.5 

Chg. due to OnTR 5Y 

(17-2) 







Chg, inOnTRSY (7.1) 


INTERNAL USE ONLY Note: as of 321/12 18 

’ Negative numberimplies marks are too low - P&L adjusted upward to cap; Positive number 
implies marks are too high - P&L reduced to cap 
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DRAFT (5/23/12) 


rtfe(urity 

Counterparty 

Traded 

Price 

Traded 

Spread 

R-evbus 
Cay Price 

Previous 

Cay 

Spread 

Closing 

Price 

Closing 

Spread 

(bps) 


20-Jun-l7 

JFMCe CDS (HY lr> 

92,94 


03,75 


92.63 



2{Wun-17 

JPMCB t'fY CDS (HY In, 

92.75 


93,75 


92.63 



20-Jun-17 

JPMCB NY CCS (HV Un 

92,66 


93,75 


92.63 



20-Jun-17 

JFMCB W era (HY In, 

S2.ai 


93.75 


92.63 



20-Jun-17 

JPMCa NY CDS (MY ifv 

03,70 


93.75 


92,63 



2Cklun-17 

SOCGEN 


120.75 


115.00 


122.25 


Z)-Jun-17 

BOA CHARLOTTE 


121.50 


115,00 


122.25 


20.Jun-17 

BOA CHARLOTTE 


121.50 


115.00 


122,25 


20-JufT-17 

NOMURA LDN 


122.00 


115.00 


122.25 


20-Jiin-17 

SOCGEN 


120.75 


115,00 


122,25 


20-Jun-17 

SOCGEN 


120.5Q 


115.00 


122,25 


20-Jun-17 

SOCGEN 


116,50 


115,00 


122,25 


20-Jun-17 

SOCGEN 


116,00 


115,00 


122,25 


20-stun-17 

emSANKNY 


116,75 


115.00 


12225 

to 

20-Jun-l7 

BARCLAYS MY 


116,88 


115.00 


122.25 

CO 

^•sJun-17 

MS CAP SVC NY 


117,25 


115,00 


122,25 


20-Jun-17 

SrPLDN 


177,75 


170,75 


180.00 

O 

2Cklun-17 

BNP LON 


177,75 


17075 


180.00 


2CkJun-17 

NOMURA LDN 


1Q1,00 


170,75 


180,00 



J.EMorgan 
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DRAFT (5/23/12) 


Daily price testing - Index 


CIO Py Differences w tn MarkIT prlcng 


COB; 2012-05-22 



Total Index l iB.61)i ' (6.22}i 


USD Factored Oedit Spread CIO Quote Wbrkit Quote iCE Quote NferWT Spread iVterkJTR/ FV exceeding 

Roduc! Notional ($ rrm) BPV3lue<Smm) Rice Type (LONOose) (NY /LON Close) {NY /LON Close) Difference Change ($ mm) Cap (S mm) 


Series 09 Index 







r 

. (78.60)1 

|69,!1|| 

CDX 10 5091 OY 

45,485 

(2236) 

spread 

153.3 

157.7 

156,5 

3.9 

(89,92) 

(78.49) 

CDX IG SD9 07Y 

33,099 

(8.34) 

spread 

114.8 

117.7 

117.0 

2.9 

(24.50) 

(20.33) 

CDX iG S09 D5Y 

(31,675) 

1.85 

spread 

83.5 

86,8 

66.0 

3.3 

6.2Q 

5.28 

ITRAXXMNSOS 05Y 

21,581 

(233) 

spread 

155.4 

1S5.4 

155,4 

(0.0) 

aoi 


TOAXXMNSOSIOY 

16,569 

(8.85) 

spread 

212.0 

208.8 

212,0 

(3.3) 

28,75 

24.33 

fTRAXXMNSOSOTY 

6,827 

(201) 

spread 

185-6 

1B5,1 


(0,4) 

0 86 


Other Index 







f 

_ 

82.99 j 

CDX!GS10O5Y 

41 ,489 

(20.01) 

spread 

115.0 

118.4 

110.3 

3,4 

(66.38) 

(58,37) 

CDX SOe 05Y 

15,430 

(0.12) 

price 

100.1 

100.1 

100.1 

(15,9) 

1,98 

1.85 

CDX IG S17 05Y 

8,330 

(3-67) 

spread 

108.3 

111,5 

111,6 

3.2 

(11 87) 

(10,04) 

CDX W S09 05Y 

5,686 

(0.33) 

price 

100,5 

100.4 

100,4 

25,2 

(6,36) 

(8,03) 

CDX HY S1 1 07Y 

3,703 

(1.16) 

price 

99.1 

98.7 


12,3 

(14,34) 

(13.10) 

CDXhTr' S1i 05Y 

994 

(0,15) 

price 

101.4 

101,2 

101,2 

122 

(1.07) 

(172) 

CDX IG SOS 07Y 

434 

(0.09) 

spread 

159.5 

135,4 

134.5 

(24,1) 

2.10 

2,05 

CDX IG S1B10Y 

302 

(0.23) 

spread 

136.5 

142.7 

1427 

6.2 

(146) 

(134) 

CDXIG S1410Y 

257 

(0.18) 

spread 

123.8 

134,0 

134.2 

10,2 

(109) 

(1,79) 

CDXIGS1510Y 

(54) 

0.04 

spread 

127.5 

137.0 

138.5 

9.5 

0.39 

0,37 

CDXI-fY S14 03Y 

(73) 

0.01 

price 

101.8 

101.4 


29.5 

0.23 

0,22 

CDX HT SI 8 OSY 

(170) 

0.07 

price 

93.8 

93.3 

93.3 

11,0 

0,72 

0,65 

COX HY SOS 07Y 

(180) 

0.04 

price 

98.9 

96.6 


11,7 

0.42 

0.30 

CDXIG S0707Y 

(704) 

ail 

spread 

121-5 

1<«.6 


221 

242 

2,37 

CDXLCDXS10 05Y 

(1.165) 

ai3 

price 

101.8 

101.5 


24,8 

3.16 

3.09 

CDXW S10O7Y 

(2,049) 

0.56 

price 

101.1 

101.0 


5,5 

3.21 

2.63 

CDX W S16 05Y 

(6.562) 

2.24 

price 

97.3 

97-1 

97.1 

7,5 

16.80 

14,57 

CDXHY S17 05Y 

(6.887) 

2.49 

price 

95.0 

94-6 

94.6 

9,4 

23 41 

20.92 

CDX IG S14 05Y 

(7,657) 

2.34 

spread 

84.0 

86.8 

86.8 

2.6 

6,52 

5.35 

CDX HY SI 0 05Y 

(9.134) 

0.^ 

price 

102.0 

101.8 

101.8 

21.7 

21,42 

20.43 

CDX Hr' S15 05Y 

(9,618) 

3.00 

price 

98.8 

98.5 

98.6 

7.2 

21.55 

18.55 

COXHT S14 05Y 

(11.977) 

3.34 

price 

100.0 

99,7 

99,8 

9,3 

30 98 

27.64 

CDXIGS15 05Y 

{17,159) 

6.04 

spread 

93.5 

96.4 

97.0 

2.9 

17,53 

14.51 
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DRAFT (5/23/12) 


Daily price testing (cont’d) - Index 


CIO PV Differences w ti MarkIT pricng 


COB; 2012-05-22 

R-oduct 

USD Factored 
Notional (S tnn) 

Credit Spread 
BP Value {$ mm) 

FTice Type 

CIO Quote 
(LON Close) 

ftterkR Quote ICE Quote 

(NY/LONaose) (NY/LONCbse) 

Total lnde)([_ 

^terklT Spread 
Difference 

i8.61)f 

f^erkTFV 
Change ($ mm) 

(6.22)j 

Exceeding 
Cap ($ rrvn) 

Other Index 








99.99 I 

82.99 1 

CDX iG S1S 05V 

(18,229) 

7.23 

spread 

102.5 

106.1 

106.1 

3.6 

26.15 

22,54 

rTRAXX MN S16 05Y 

13.753 

(5.7S) 

spread 

171.2 

171.0 

171,2 

(0.2) 

1,15 


fTRAXXMNS15 05Y 

5.181 

(1.95) 

spread 

174.5 

174.0 

174,5 

(0.4) 

0 01 


ITRAXX RNSUB S14 05Y 

1,665 

(0.50) 

spread 

474.0 

480.2 


6.2 

(3 07) 

(2.82) 

[TRAXX RNSUB S16(»Y 

1.335 

(0.53) 

spread 

496.0 

4^.3 


3,6 

(1.92) 

(1.55! 

fTRAXXMlNS1507Y 

1,129 

(0.59) 

spread 

191.8 

190.3 


(1,4) 

0.34 

0,64 

[TRAXX MN S0610Y 

102 

(0-04) 

spread 

211.8 

218.9 


7.0 

(0,28) 

(0,26) 

TRAXX FINSUB 517 05Y 

77 

(0-03) 

spread 

474.0 

479,7 


5.7 

(0,19) 

(0,17) 

TRAXX F1NSUBSQ7 05Y 

(119) 

0.00 

spread 

559.0 

449.5 


(1 09.5) 

(0,10) 

(0,10) 

TRAXXXOS17 05Y 

(555) 

0.20 

spread 

705.5 

706.0 

705,5 

0,5 

0,10 


TRAXX FiNSUB S15 05Y 

(581) 

0.19 

spread 

490.0 

492,1 


2.1 

0,41 

0,31 

TRAXX FiNSUB SOB 05Y 

(674) 

0.04 

spread 

416.0 

409,7 


(6,3) 

(0,24) 

(0,22) 

TRAXX FINS0JS17O5Y 

(699) 

0.29 

spread 

260.0 

279.7 


(0,3) 

(0.10) 


TRAXX FiNSUB S12 Q5Y 

(990) 

0.23 

spread 

452,5 

. 461.3 


8.8 

2.00 

1.89 

TRAXX FINSUB S10 05Y 

(1,410) 

0.21 

spread 

432.0 

436.7 


4,7 

1.00 

0,09 

TRAXX MNS1610Y 

(1,691) 

1.27 

spread 

1G6.4 

185.5 

186,4 

(0.9) 

(1.13) 

(0,50) 

TRAXX XO S15 05Y 

(1,726) 

0.55 

spread 

621.0 

620.5 

621.0 

(0,5) 

(0.28) 


TRAXX MNS1510Y 

(2,083) 

1.49 

spread 

192.8 

193-9 

192,8 

1,1 

1,62 

0.87 

TRAXX FINSUB S09 OSY 

(2,159) 

0.23 

spread 

409.0 

418.9 


9,9 

2.26 

2.15 

TRAXXMNS15 03Y 

(3,584) 

0.73 

spread 

149.8 

147,1 


(2,7) 

(1,96) 

(1,60) 

TRAXXXOS1605Y 

(6,274) 

2.11 

spread 

673.8 

672,9 

673,8 

(0,9) 

(1Q5) 


ITRAXX MN SI 7 OSY 

(15,276) 

7.02 

spread 

170.8 

uo.e 

170,8 

0.0 

0,11 


By Family 




Charge In the OnTRSY Contract 


C 

iraail 


CDX IG 

53,926 

(37.79) 

spread 

115.0 

118.4 

110.3 

3.4 

(12911) 


CDX HY 

(20,837) 

10.97 

price 

93.B 

93.3 

93.3 

11.0 

120 69 


TRAXX MN 

42,508 

(11.03) 

spread 

170.8 

170.8 

170.B 

0.0 

(0.17) 


TRAXX XO 

(8,555) 

Z83 

spread 

705.5 

706.0 

705,5 

0.5 

1.52 
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DRAFT (5/23/12) 


Daily price testing - Tranche 


1 Clw PV Diifert;nL<.'b w t'l MdtklT i)'ic • 

5 





■ 

C03: 2Q12-Q5-22 





Total Tranche 

(8.40) 

1.98 I 


USD Factcred Credil Spread 

CIO Quote 

Ad) Tranche FTiced 

Independent Index Spread 

Ivfei'klTFV 

FV Diceeding 

rVoduGt 

Notbnal ($ nm) BP Value ($ mm) Price Type 

(LON Qose) 

based on Ref Index) 

Quote Change 

Change ($ mm) 

Cap (S mm) 

Series 09 Tranche 






45.03 

31.46 1 

CDXIG Sa910Y 30-100 

16.565 

(263) upfront-t-100 

(3.5) 

(3,6) 

3.9 

(10..3S) 

(8.36) 

CDX IG SOS 07Y 30-100 

11.121 

(0.50) upfront+100 

(2-2) 

(2.2) 

2,9 

(1.40) 


CDX IG SOS 1 0Y 00-03 

2.018 

(4.70) upfronl-tSOO 

725 

72.0 

3,9 

(ia.48) 

(16.48) 

COX !GS0910Y 07-10 

775 

(1.82) upffont-^500 

7,8 

7,2 

3.9 

(7-1 S) 

(5.16) 

CDXP3SOS10Y 03-07 

60 

(0.19) upfront-fSOO 

29,1 

28.4 

3.9 

(0,73) 


CDX IG SOS 07Y 03-07 

(215) 

0.39 upfronl-^SOO 

6.0 

5.7 

2,9 

1,13 


CDXIG S0SO5Y 30-100 

(260) 

0.00 upfronf+1C0 

(0.6) 

(0.6) 

3.3 

0,00 


COX !G SOS 07Y 00-03 

(331) 

1,11 upfront+503 

54,2 

53.8 

2.9 

3,25 

1,25 

CDX 16 S0907Y 07-10 

(365) 

0.26 upfron!+500 

(6.1) 

(6.2) 

2.9 

0.76 


CDXK5S09(»Y 03-07 

(1,395) 

0.15 upfront+500 

(2.6) 

(2.6) 

3,3 

0,50 


CDXIGS09 07Y 10-15 

(1,970) 

0.76 upffonl-t-ICO 

0.1 

0,0 

2.9 

2,24 

0,24 

CDX IG S0910Y 10-15 

(1.980) 

2.75 upffont+100 

10.6 

10,2 

3,9 

10,62 

8.82 

CDX !G SOS 05Y 07-10 

(2,045) 

0.02 upffonl-t-500 

(29) 

(2,9) 

3.3 

0,08 


CDX IG SOS 05Y 00-03 

(2,719) 

6.12 upfrontt'500 

17.6 

17.3 

3,3 

20,46 

18.46 

CDXiGSOSOSY 10-15 

(2.905) 

0.02 upfronl+lOO 

(0.6) 

(0.6) 

3,3 

0,05 


CDXIGS0910Y 1S30 

(3,800) 

255 upfronf+100 

1,2 

1.0 

3.9 

10,02 

3.02 

CDXiGSOSOTY 15-30 

(6,965) 

1.01 upfronl+100 

(1.7) 

(1.7) 

2.9 

2,97 

0,97 

CDX)GS0905Y 15-30 

(12,215) 

0.03 upfronS+100 

(0.6) 

(0.6) 

3,3 

0.12 


[TRAXX MNS0910Y 22-100 

21,(»8 

(7.16) spread 

69.6 

68,3 

(3.3) 

23,23 

21 .23 

n-RAXX MN SOS 07Y 22-100 

14,451 

(1.8^ spread 

324 

30.4 

(0.4) 

0.79 


ITRAXX m SOS 05Y 22-100 

9,060 

(0.15) spread 

9.4 

8.6 

(0,0) 

0.00 


ITRAXX MN SOS 10Y 00-03 

1,442 

(1,21) upfront-r5(X1 

73.7 

73.6 

(3.3) 

3.92 

1.92 

ITRAXX MN SOS iOY 06-09 

485 

(0.78) upfront+300 

3Q.0 

30,6 

(3.3) 

2.55 

Q.55 

ITRAXX MN SC» 05Y 06-09 

434 

(0.10) upfront-i-300 

(21) 

(22) 

(0.0) 

O.DO 


ITRAXX MN S09 CSY 09-12 

357 

(0.04) spread 

64.5 

56.7 

(0,0) 

0.00 


ITRAXX MN SOS 10Y 09-12 

300 

(0.40) spread 

621.5 

607,7 

(3.3) 

1.29 


[T’RAXX MN SOS CI7Y 09-12 

230 

(0.20) spread 

417.5 

400.1 

(0.4) 

0.00 


ITRAXX MN SOB 10Y 12-22 

198 

(0.16) spread 

308.8 

303.0 

(3.3) 

0,51 


ITRAXX MN SOS IOY 03-06 

6 

(0.02) upfronl+500 

41.0 

41.7 

(3,3) 

0.06 
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Daily price testing (cont’d) - Tranche 


CIO PV Differences with MarkiT pricing 


COB: 2012-05-22 

Roduct 

USD Factored 

Notnnai ($ mm) 

Credit Spread 
BPVafee (5 mm) 

CIO Quote 

price Type (LONOose) 

Adj Tranche FYiced 
(based Ref Index) 

Total Tranche j 
Independent Index Spread 
Quote Change 

Series 09 Tranche | 

ITRAXX S09 07Y 06-09 

{32) 

0.00 

upfrortf+300 

12.9 

12,3 

(0.4) 

FTRAXX MN S09 05Y 12-22 

(160) 

0.01 

spread 

35.0 

31,8 

(0.0) 

TRAXX MN S09Q7Y 03-06 

(204) 

0.31 

upfront +500 

22.9 

22.2 

(0.4) 

rTRAXXt^S09 05Y 03-06 

(459) 

0.39 

upfront+600 

1,8 

1.2 

(0.0) 

TRAXX MN 509 07Y 1 2-22 

(574) 

0.27 

spread 

190,0 

182.0 

(0.4) 

TRAXX MN SOS 07Y 00-03 

(655) 

0.99 

upfront +500 

54.4 

63,9 

(0.4) 

FTRAXX MN 309 05Y 00-03 

(3.764) 

6.41 

upfront+500 

40.8 

39.8 

(0,0) 

Other Tranche | 

CDXhY S1005Y 35-100 

3,744 

(0.05) 

price 

105.3 

105,3 

21.7 

CDXHYS09 05Y 35-100 

3,051 

(0.01) 

price 

102.9 

1029 

25.2 

CDX LCDXS10 05Y 15-100 

2,052 

(0.11) 

price 

105,0 

105.0 

24,8 

CDXHY S1005Y 15-25 

2,063 

(1.22) 

price 

91.0 

93.1 

21,7 

CDXHY S10D7y 35-100 

1,452 

(0.20) 

price 

111,3 

111,3 

5,5 

CDX HYS10 07y 10-15 

1,360 

(0.30) 

price 

76 

7,5 

5,5 

CDXHY S11 05Y 15-25 

1,015 

(0.79) 

price 

76.2 

77.6 

12,2 

CDX HY SD9 05Y 25-35 

S75 

(0.01) 

price 

102.9 

102,9 

25.2 

CDX HY SOS 05Y 25-35 

663 

(0,00) 

price 

100,5 

100,4 

(15,9) 

CDXHY SI 0 CSV 25-35 

6^ 

(0.07) 

price 

103.8 

104,1 

21,7 

CDXHYS1105Y 35-100 

508 

(0.02) 

price 

107-1 

107.1 

12.2 

CDXHY S11 05Y 10-15 

405 

(0.19) 

price 

13.8 

13.4 

12,2 

CDX HYS10 07Y 15-25 

385 

(0.39) 

price 

50,5 

58.1 

5,5 

CDX HY S08 07Y 25-^ 

282 

(0.0^ 

price 

104.3 

104,8 

11,7 

CDXHY S10 07Y 25-35 

265 

(0.16) 

price 

97.2 

96.S 

5.5 

CDXHY SI 105Y 25-35 

2K) 

(0.05) 

price 

104.3 

104,1 

12.2 

CDXHY S10 05Y 10-15 

232 

(0.15) 

price 

20.6 

22.1 

21.7 

COX HY SOS 07Y 15-25 

225 

(0.19) 

□rice 

84.5 

85,3 

11.7 
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MarkT R/ FV Btceeding 
Change ($ mm; Cap ($ mm; 


to 

CO 

Oi 
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DRAFT (5/23/1 2) 


Daily price testing (conf d) - Tranche 


CIO PV Differenoas with MerklT pricing 


COB: 2Q12-05-22 

Product 

USD Factored 

Notbnal ($ rmi) 

Credit Spread 
BPValue ($ mm) 

FVice Type 

CIO Quote 
(LON Oose) 

Adj Tranche R-icetl 
(based on Ref Index) 

Total Tranche 

Independent Index Spread 
Quote Change 

(8.40) 

MarkTFV 
Change ($ mm) 

1.98 1 

PY Exceeding 
Cap($mm) 

Other Tranche 








(54.33) 

(29,47)1 

CDX K3 SOrOTY 07-10 


110 

(0.04) 

upfronf+5C0 

(4.4) 

(5-1) 

22.1 

(0,85) 


CDXLCDX$10 05Y 12-15 


110 

(0.03) 

price 

102.0 

102.8 

24.0 

(0.70) 


cnx )-N soa 07Y 35-100 


109 

(0.01) 

price 

108.9 

109.1 

11.7 

(0,09) 


CDXK3S15 05Y 15-100 


100 

(0.01) 

upfron(+25 

0.2 

0.1 

2.9 

(0.04) 


CC^HY S11 07Y 35-100 


96 

(0.02) 

price 

110,7 

110.8 

12.3 

(0,21) 


COXW S09 07Y 10-15 


47 

(0.04) 

price 

321 

33.0 

11,7 

(0.49) 


COXhTY S11 07Y 10-15 


17 

(0.00) 

price 

6,6 

6,7 

12.3 

(0,05) 


CDX KrS07 07Y 15-25 



(0.01) 

price 

92.5 

96.0 

32.6 

(0,21) 


CDX HYS07 07Y 35-100 



(0,00) 

price 

106,6 

106,8 

32.6 

(0.01) 


CDX G S07 07Y 15-X 



0.00 

upfront+100 

(1.3) 

(1.4) 

22.1 

0,00 


CDXIGS07 07Y 30-100 



(0.00) 

up(ronl+100 

(1.3) 

(1.3) 

22,1 

(0,01) 


CDX )G SOS 07Y 03-07 



0.00 

upfront+500 

5.8 

11,3 

(24,1) 

(0.01) 


COX IQ SOaOTY 07-10 



0.00 

upfront +500 

(5.6) 

(3.7) 

(24,1) 

(0.05) 


COX IQ SOO 07Y 10-15 



(0.00) 

upfronttlOO 

(0,7) 

0.0 

(24,1) 

0.01 


CDX (G SOS 07Y 30-100 



(0.00) 

upfront ■t-100 

(1.7) 

(1.6) 

(24,1) 

0.01 


CDXIGS1005YD3-07 



0.00 

upfronl-k500 

(26) 

(2.6) 

2,4 

0,00 


CDXIGS1005Y 07-10 



(0.00) 

upfront+500 

(4.9) 

(4.9) 

2,4 

(0,00) 


CDXKY S11 07Y 15-25 


(30) 

0.02 

price 

51.0 

51.3 

12.3 

0.29 


CDXHY SOS 05Y 10-15 


(71) 

0.06 

price 

31.6 

35.4 

25,2 

1,55 


CDX HY soa 05Y 35-100 


(94) 

0.00 

price 

100.5 

100,4 

(15.9) 

(0,00) 


CDXIG S15 05Y 00-03 


(195) 

0.64 

upffont+600 

35.0 

34,5 

2.9 

1.G5 


CDXtG soa 07Y 15-30 


{375} 

0.04 

upfronl+100 

(1.9) 

(1.6) 

(24,1) 

(0,88) 


CDX HY soa 05Y 10-15 


(812) 

0.20 

price 

98.3 

93.5 

(15,9) 

(3.12) 

(1.12) 

CDX HY S09 05Y 15-25 


(1.055) 

0.33 

price 

99.3 

100.7 

25,2 

6.32 

6,32 

CDX HY soa 05Y 15-25 


(1,410) 

0,01 

price 

100,3 

100.2 

(15..9) 

. (0,14) 


FTRAXX MN S15 07Y 22-100 


2,552 

(0.84) 

spread 

68.8 

61.4 

(1,4) 

1,19 


ITRAXX S15 05Y 22-100 


Z48Q 

(0.50) 

spread 

48.5 

42,4 

(0.4) 

0.21 


rrRAXX fvW S15 D3Y 22-100 


383 

(0.02) 

spread 

17.0 

14,2 

(2,7) 

O.C^ 


fTRAXXMNSOe 10Y 03-06 


191 

(0.23) 

upfront+500 

41.7 

40.1 

7.0 

(1,64) 


rrRAXX MN S06 1DY 06-09 
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DRAFT (5/23/12) 


Daily price testing (confd) - Tranche 


I CIO PV Differences with MarklT pricing I 

COB: 2G12-05-22 





Total Tranche 

(8.40)! 

. 1.98 I 


USD ftictored 

CrecTit Spread 


CIO Quote 

Ad] Tranche FYiced independent hdex Spread 

F^rkT FV 

PV Brceeciing 

Roduci 

Nstiortal (S rm) 

BP Value ($ mm) 

FHceType 

(LON Oose) 

(based on Ref Index) Quote 

Change 

Change ($ mm) 

Cap ($ mm) 

Ottier Tranche 







(54.33) I 

(29.47)1 

TRAXX MN S15 03Y 03-06 

13 

(0.02) 

upfronl-r5(X) 

10.8 

9.2 

(2.7) 

0.C6 


rmAXXMNsoe ioy 09-12 


(0.00) 

spread 

634.5 

509.0 

7.0 

(0.02) 


ITRAXXMNS06 IOY 12-22 


(0.01) 

spread 

299.8 

277.6 

7.0 

(0,10) 


ITRAXX MN S06 IOY 22-1(X) 


(0.00) 

spread 

64.5 

57.2 

7.0 

(0.03) 


FTRAXX MN S07 10Y 06-09 


(0.00) 

upfront+-300 

28.4 

27-9 

6.9 

(0,02) 


fTRAXX MN S07 IOY 09-12 


(0.00) 

spread 

617.0 

596.6 

6.9 

(0.01) 


RRAW MNS0710Y 12-22 


(0.00) 

spread 

285.3 

276.1 

6.9 

(0,00) 


TRAXX MN S07 10Y 22-100 


0.00 

spread 

64,1 

61.5 

6.9 

D.D1 


ITRAXX MN S15 03Y 00-03 

(69) 

0.15 

upfront +500 

49.3 

47.4 

(2.7) 

(0.41) 


FTRAXX MN S06 IOY 00-03 

(132) 

0.13 

upfront+500 

74,8 

73,6 

7,0 

0.88 


rrRAXX MN S15 07Y 03-06 

(249) 

0.42 

upfront +500 

36.1 

34.2 

(1.4) 

(0,59) 


ITRAXX MN 515 05Y 00-03 

(332) 

0.43 

upfront+500 

62.6 

61.1 

(0,4) 

(0.18) 


FTRAXX IWS15 07Y 00-03 

(376) 

0.40 

opfront+5(Xl 

69.6 

68.3 

(1,4) 

(0,57) 



By Family 




Change due to the 

OnTRSY Index 

E 

(17.24)1 

CDXHY 

14,226 

(3.41) 

price 

93.8 

93.3 

93.3 

11.0 

(37.49) 

GDXIG 

(6,987) 

594 

spread 

115,0 

116,4 

118.3 

3,4 

20,30 

FTRAXX MN 

46,466 

(3.89) 

spread 

170,8 

170.8 

170.0 

0,0 

(0,06) 
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DRAFT (5/23/1 2) 


Volume and activity update 


I DTCC weekly information 





lal traded 

Series 

Gross notional ($mm) 

Weekly actiMty {$mm) 

% of notior 

Untranched 

Tranched 

Untranched 

Tranched 

Untranched 

Tranched 

CDXIG S09 

018,852 

557,464 

31,954 

7,651 

3.90% 

1,41% 

iTraxxMN SOS 

613,556 

522,199 

17,076 

12.705 

2.77% 

2,43% 

CDXIG S18 

390,000 

N/A 

221,241 

N/A 

56.73% 

N/A 

iTfaxxMN S16 

202,720 

N/A 

7,532 

N/A 

2,57% 

N/A 

iTraxxMN S17 

351,346 

N/A 

197,567 

N/A 

56.23% 

N/A 

CDXIGS17 

239,782 

2.100 

19,678 

137 

e. 21 % 

3,50% 

COX IG S16 

178,415 

N/A 

697 

N/A 

0.39% 

N/A 

CDXIGS15 

174,028 

0.303 

866 

N/A 

0.50% 

N/A 

CDXHYS17 

72,421 

650 

4,924 

N/A 

6,80% 

N/A 

CDXHYS10 

71,049 

45.217 

722 

130 

1.02% 

0,29% 

ITrawXOSie 

63,020 

N/A 

1,110 

N/A 

1,74% 

N/A 

iTraxxXOSI? 

72,023 

N/A 

47,157 

N/A 

65,48% 

N/A 

CDXHYS09 . 

52.039 

34,355 

673 

40 

1,27% 

0.12% 

iTraxx FinSub S17 

25,771 

N/A 

4,904 

N/A 

19,03% 

N/A 


Source: DTCC (week ending 5/10/12) 
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SYNTHETIC CREDIT DA’LY R SK REPORT 


May 25, 2012 


BA.N7C. PROPRIETARY A^ID/OR TR.ADE iMPORMATION 


DRAFT (5/25/12) 


J.EMorgan 

OCC-SPI-00089351 


Executive summary 



BANK PROPRETARY AND/OR TR;'iDl- INFORMATION 


DRAFT (5/25/12) 


;Ti«tes 


s BQiJgKc«te£SonS1,2S0mmCDX IG S18 Sy 
8 Sold f»o{ection S1?fenin CDX HY SIS 5y 

* Sold pfolection S200tTim ITraw FINSEN 517 Sy 

• Sold pfctection $320mm cTtaxx XO 217 5y 


Summary eommeib'y 


s New trades reduced risk in CSOIte'ms Cy$1 4fn,-njiisw trade oclsviry 
dees not inciiide changes due to market moves) 

■ P8,L55l1?)iTim driven by: 

■ Con^MBsskKi in CDX HY vs. CDX fG £(e2)mm 

■ Underpefformance of o(r-the<un HY ${20):nm 
8 Tigttteoingof front-end IG9 S(30(mn 


. IP Morgan 

OCC-SPI-0008935i 
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Risk and market summary 


DRAFT (5/25/12) 



1 V »r*s •* ' ti II » ry 






BBH 





Spread 


Basis to 

> H^eoralical 

(bps spd) 

5J2d/12 

5/73/13 

5/22/12 

4^0712 

3WH12 

M3/12 

1w 

1m 

CDX IG 

SieSyr 

117.5 

118.5 

1165 

94.7 

915 

(4.1) 

(3.9) 

1.7 


S9 5)t 

81.0 

85 4 

86.4 

ee.1 

70.8 

(6.1) 

30 

95 


SS lOyr 

159.5 

1593 

1583 

116.4 

113.1 

(1.9) 

4.3 

13 7 

COXHV 

siasyr 

670.0 

676.6 

674,8 

579.7 

678.8 

25.8 

(31-8) 

26 6 


■. Sl7 5yr 

174 5 

181,0 

171.5 

140.5 

135.0 

7.S 

04 

139 


S9l0yr 

2115 

218.0 

209.0 

1705 

151.0 

(1.9) 

0.5 

163 

ITfsiofXovar S17 Syr 

717.5 

743.0 

710-0 

6S0.0 

613.0 

31,9 

(0 7) 

21.7 


^ fllMimaIsS based on er 
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Notional overview 


DRAFT (5/25/12) 



Notional 

Notional 

other IG 1.905 

HiGhY»eia n7.869) 

OLheriG (14.500) 

High Held (20,50S) 

Other IG 16,405 

High Yield 2.740 





Notional 

Notional 

P -0 3,. 

s». , I.v«^ «n*tWA.'nn.v* ,j,a„ jm (S9M) 

ITreMc.lulain 54,948 

iTtaxtCrossOver (6,864) 

iiTaw Mam (24,635) 

Tra«XO 880 

SEC* * *’ Iota! Eouifv Men Seiw 

Total Equity Mezz Senior 

Total 

S'* 1^-g i5,9<0j (1,355) (53D20) 28.435 

‘*^®^'**^*’®*® JG9 5yr (2!.'400) (3.570) fiaSSO) (270) 

IG (360) (195) (265) 100 

HY 17.769 431 4,163 9.295 

iTrsw 36.395 (3,230) 440 39,185 

IGS (5,940) (1.355) (33,020) 28,436 

/G95yr (22.400) (3,570) (78,560) (270) 

IG (340) .(195) (245) 100 

HY 17.789 4291 4.203 9,295 

iTfam 36,395 (3,230) 440 39.185 

1G9 0 

IS 9 Syr 0 

IG 120) 

HY (20) 

iTraw 0 




Lana Short 

Lonq Short 

RnSub 3.051 (4,649) 

LCtlX 4,075 (1,688) 


® ■*' ■ ;ub 2.411 (4,649) 

- LCDX 4,075 (1,688) 

FinSob (S50) 0 

LCDX 0 □ 




„ Notional 

NoSonai 

Notional 

IG S09 05Y i32.’23) 

>09 07Y 34.193 

IGS09 10Y 48,989 

iG9 48.460 

COXIGS09 05Y (32.723) 

CDXK5S0907Y 34.1S3 

COXiGS0910Y 60,969 

IGS 82,460 

IG 509 C15Y 0 

IG SD9 07Y D 

IGSOeiOY (34,000) 

1G9 (34.0001 

Noter Pasitive(Negativ» r^tiorwl data denotes long(shoit mdt 

INTERNAL USE ONLY 

3 

.lEMorgan 


BANK PROPRIETARY AND/OR TRADE iNPORMATlON 


OCC-SPI-(XK)St9353 



2372 


DRAFT (5/25/1 2) 


Synthetic credit book - key metrics 
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DRAFT (5/25/1 2) 

Summary of Synthetic Credit Book - historicai stress 



® Pricing to equilibrium; In addition tb:below,r^ fadorSj Scatie!nclie:^w^ J6^ va!ue as they move from richness to fairness 
® Synthetic credit book exposed to six risk factwS— kt airec^ona! exposure 
* In bieshort-to-medium term, these exposures be p^^iy mitigate — But ndt eiifninated 








1. Credit spread widening 

(Directionality) 

es if credit spreads widen across markets 

S3B9mm 

S3.253mm 


2. Maturity mismatch 

(Curve) 

a IfCTBdilspreadsofiong-matulty positions get wider 
relative to stioit-m^urky positions 

14mm 

B9mrn 


3. High Yield vs. Investment Grade 

B If high yMd positions outperform investment grade 
positions relative to their portfoSo weighUr^ 

2,0T7mm 

1,441mm 


4. itiiquidity of older Indices / 
Tranches 

(On-the-Run vs. Off-the-Rur>) 

e if credit spreads of the older index ‘ofT-the-run' 

index) widen relative to more-recently issued indices {the 
more ‘on the run’ mdices) 

186mni 

1,085tTim 


S. "Super senior” debt vs. “equity’ 
positions (Tranches) 

tr If there is an increase in the correlation imi^ied between 
defaults among rtames within the tranches 

5(XSmm 

SOSmm 


6. Default risk 

(Risk on individual names) 

a If credit events happen to companies for which we have 
"sold protection' 

NA 

NA 

z 


Portfolio worst day 

1 S2,0DSmm 

j ! $3, 359mm I 

° 


Sum of worst case 

■ S2.96Emm 

] j $6,373lTim 1 

1 

Noli.. 

kx LCDX. riNSEN, a.-vj wgle nsmes 



1 
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DRAFT (5/25/12) 

Summary of Synthetic Credit Book - statistical stress 

B Pnang to equilibnum: In addition to bekiw nskfactors. someindceswii lose. value as they move from nchness to fairness . , 

, B Synthetic credit book exposed to six risk factors-Eachfacaorrepresents a drecJjonal exposure .. , ' 

1 s In the short-to-medium term, these exposures can be partially miOgated - But nrt eliminated 



I I I 

nwoiwaww<«wftw|wwi*iwiBBP9 nwapy ■ >!••> aitT I pa«i rtni> 



1. Credit spread widening 

(Directionality) 

e If credit spreads widen across markets 

S220mtn 

$710mm 


2. Maturity mismatch 

(Curve) 

B If credit SfYeads of long-maturity positions get wider 
relative to shor(<n^ur8y posiKons 

140mm 

16Dmm 


3. High Yield vs. Investment Grade 

a If high yield positions outpeiform investment grade 
posiiioRS relative to their poitforio weighting 

l.oeOmm 

810mm 


4. Illiquidity ol older indices / 

Tranches 

(On-tiie-Runv5. Off-lhe-Run) 

a H credit spreads of the r^der index ^he ‘of(-the-nxt* 

Mex) widen r^ative to more-recentiy issued indices (the 
more 'on the nin* indices) 

SlOmm 

1,40Dmm 


5. "Super senior" debt vs. “equity” 
positions (Tranches) 

B If there is an increase in the correlation implied between 
defaults among names within the tranches 

490rnm 

490mm 


6. Default risk 

(Risk on individual names) 

fi if credit events happen to companies for which we have 
’sold (Moteclion’ 

291mm 

291mm 



Est. total diversified 9S% loss potential 

I $1,330mri 

! I S1, 860mm ; 

1 

INTERNAL USE ONLY 
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Synthetic Credit risk factors details 



Sigma Los 

is(Smm); 


90.0% percentile 

1.28 

1,100 

; 95.0% percentile 

1.M 

1,530 j 

97.5% percentile 

1.96 

1,550 

99.9% !)ercentiie 

3.09 

2.340 

Downside Case. 

N/A 

2.711 

Downside Case B‘ 

N/A 

4,475 



s Credit spread widening (Cirectfon^ity) - NetdBBcSonai toss estonate assumes correlation based on lyr data 


s Maturity mismatch (Curve) 

s Volatility measured as relative movement erf longer maturity spread vs, shorter mahrrrty spread adjusted for overall drift 
a Combined across asset classes assuming zero corrdaiion 
» High Yield vs. Investmerrt Grade 

e Volatility based on relative spread movement netted for overall directionality 
B Assumes zero correlation between these differences for US and Europe 


B Illiquidity of older Indices/Tranches (Oivlhe-rurVCrff-the run risk) 
s Series 9 is assumed as the off-the-run position 
B Risks are combined assuming zero correlation 

B “Super senior'’ debt vs. “equity” positions (Tranches) - Risk factor based on extreme movements of correlation as seen 
during the credit crisis 

s Default risk (Risk on individual names) - Exposure based on comprehensive simulatiCTi of default risk using capital model 
s Diversified sum - All above risk measures combined assuming zero corr^ation 


’ Civerslfieil aunt of 96 pctcentika: r OwrvIM : 
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Agenda 



E Curve exposure (Investment Grade CDX and iTraxx Series 9)IG vs. HV 
e Investment Grade vs. High Yield (Compression) 

E Off-the-run index risk 
s Directionality 
B Tranche Risk 
ra Default profile 
B Limits 

E Differences Sumnwy 
E Daily trades (May 25.2012) 

B Synthetic credit risk overview 
B Daily price testing — Index 
» Daily price testing - Tranche 
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Curve exposure (investment Grade CDX and iTraxx Series 9) (cob 5/24/12) 



Curve exposure detaii Smm) n-i 



Daiy ISDOD? WTD a<ce4/30 

0 (177,373; {1,456381? 


Abo'/e Pii. based on an indicaSve aUribuSon 
mod^ and matd} fepressntative 

trade P&L esbmaOofi 


Our curve risk arises from the portfolio 
being short risk in lesser maturities (Pre 
Dec 201S) and long risk in greater 
maturities (post Dec 2016) 

Our exposure to this is approximately 
$8m.Tim loss per bp in steepening in IG9 
with a forward long of I34mm 



Notional (€bn) PV 10% CSW (Smm) 
(i Maturity Current Delta Adj ?>rom) Spot Day Chg 
I dun, ’13 €17 (€31) SI.eiS $78 $0.9 

Jun, '18 13 27 (2,210) (370) 59 

ftet (446) 7.6 



' PVmprescntsbetjnoesheotcarTyir^ value 
INTERNAL USE ONLY 



S^r 'i'SeirtS 3ep<» • 'Sep-lO Sep-n . 
($fnm) Dec' t2 Otc'IT Sbpe Hhi. Loss His. Pain 
W.2 (*17.4; (t23) (*193) »1.a»5 

Sptwd tSBbpa 212tips 54bp8 63b)B (3*t^) 

11 


(mm) 

Jur<. '13 

Jun. '18 

Notioiia! 

Volumes 

€16,912 

€12,985 

meek Total 

7,312 

1,967 

1M Daily Avg 

1,237 

297 

Sms* 4/30 

23.875 

5,93?. 

Days to Liquidation 
(2P?4 daily avg. volj 

63 

219 
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Investment Grade vs. High Yield (Compression) (cob 5/24/12) 


CUXIG 


(493) 

COX HY/LCDX 


432 

ITRAXX MN.'FINSEN/S 

OVX 

(260) 

ITHAXXXOtFIN SL© 


1/1 


cDxr 

OJXHY 

(5mm) 

IS17/S16) 

(S17) 

Mahjrrty 

3/21/2017 

12/20/2016 

Nodcnal 

$46,577 

($7,101) 

CS01 

(22-0) 

2.4 

10% csw 

(255.1) 

153.S 

C5W' 1D% Chanae 



Close of Day 

12.7 

(^5) 

Close of Week 

(1561) 

(14 1) 

Since Apnl 30 

(128.8) 

(9.2) 

{Smm except 


iTiawXO 

not Oh at) 

(S16/S17) 

(S16) 

Waturrty 

3C1/2017 

12/20/201$ 

Hctinnat 

(€2,844) 

(€4,917) 

CS01 

2.1 

2-0 

10% CSW 

366 

135.9 




CIOM Of Day 

13.1 

(2Z) 

Close cd Week 

31 8 

(7.7) 

Since April 30 

201.0 

(SO) 


tii 


Wro ance4/30 
(144.921) (436.564) 
(134.901) (133.124) 
(B,045) (321,601) 
(975) 18,161 


DRAFT (5/25/1 2) 


i Wo are long Investment Gracte and Short 
High yield such that y/e lose if High Yield 
widens {narrows} less (more) than a ratio of 
5: 1 la Investment Grade 


AJsove PH based on 
iTiodol and may not n)' 
trade P&L estimeOon 


n iTKiica&ve anribubem 


^ -- ■ I I HYJG i iWf/IGteOO • 1 . . 


IG (S17/S18) 
HY (817) 
iGvs.H¥r^o 


($486.6) $1,007.5 




iSmm) 

CDXIG 

(S17/S1B1 

CDX HY 
(517) 

Nctonal 

$46,977 

($7,101) 

nVeeX Tpial 

137,037 

19,313 

1M Daily Avg. 

22,042 

.3.151 

a.'ice 4/30 

430,747 

60,389 

Oavs to Ljouidation 
P0%daivavq. VO/.; 





fTraiu XO 

(©nm) 

(S1G/S17) 

(S16) 

Notcnsl 

VolumBS 

(€2,844) 

(€4,917) 

nveek Tptsl 

81,146 

20,458 

IM Daily Avg. 

t4->Q1 

4,227 

Since 4/30 

277,514 

80,016 

OaystoLiQUiaaSon 
(20% da/V avg vo ) ) 
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($t90.1) $2,126.5 
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Off-the-run index risk (cob 5/24/12) 


Esuposiae K PiSL 




ys'.'sV 

WTD Since Ai 


I Delta Ad) (Smm) Spot DayChg. 




I CS01 

(Day 


(25 3) 
fD2! 



VINSSIOvr MNSlTSvr 

CS01 

(17 4) 7.7 

;~14. Chanoe 


Close of Day 

(0.1) 0.8 

Close ofWeek 

01 0.9 

w-i Since April 30 

1.8 11-6 



i 

SSliit 



' PV f«ire*«rt9 haiarce sN>d canying vs 
NTERNAl. use ONLY 


Above P&L based on an indic^ive sHn'buSon 
mode} and may not match repyeseftfatiVs 
bade PfiL 


« TTiis refeis ■ 
concentrate 
IGCOXani 


«13.5) 



Sep« .^U>, Sefcil 




IWeek Total 
IM Daily Avg. 




IGStOvr 


IG 1 6 S y r 


$46,909 S3S,639 

ig.sas 137,037 

2,45S 22,042 

45,&I55 430,742 

95 9 


N SgiQyf MN S17 _5 >1 


Volumes 
IWeek Total 
1W Daily Avg, 
Since 4730 
Days tn Liquiaatioti 
f2t>%d«>//avg, vo^J 
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Directionality (cob 5/24/12) 



DRAFT (5/25/1 2) 
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Tranche Risk (cob 5/24/12) 




Co-rclafion 1H%shin’- 


COX.IG Super Senior 
CDX.IGToSa! 

COX. HY Junior 
CDXHY Super Senior 
CDX.HY Total 

iTrax* Super Senior 
iTiaxx Total 




10%Cor,-Dl 
Otarroe 
Week To Dale 
Since April 30 


10% CorrOI 
Change 
Week To Date 
Since AphI 30 


(1M) 

t183) 

<179) 



TBU TBU 7BU 


Above P&L based on an mf calis'e sttnoaiion 
mcxtef and iriey no? mate^i represenlabvo 
trade PiL esSmab'on 


Q'aphs of 10% correlation shut 

Theoreficaf max gainAoss based on 10% 
Corr and Spread graph 


CIO Vol traded sirtce Apr 30 '' 
Implied Daily, iveekly PA. 


NTEWNAL USE C 
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Default profile (cob 5/24/12) 
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Limits 


Usage Synlheflc 

Limit iSmm) 5l2<n2 Linig UrT»t(Smm) 


CS01 Unadjusted 

COX.HY 

CDX.LCDK 

CDX.IG 

iTraw XO 
iTraxx Finsub 
ifraw Finsen 


VaR 


T 1 8.6 

(0 0) 1.8 

(29.0) ^.4 

(10 4) 23.? 

2.8 3.3 

(0.2) 0.6 


Compiesslon 
US Corrq>iesston LimS 
EUR Compression Lknft 

Tranclie Liniils 
10% Cotr Shitt 


cswio-s 

CDX.HY 432 5 

CDX.LCDX (0.3) 

CDX.IG (493.5) 

iTraxx MN i^B.5) 

iTraxxXO 182.0 

iTrsmFinsub (11.2) 

iTra)« Finsen S.2 


Steepcn10% 

496.0 CDXHY 

0.1 CDXLCDX 

549.Q CDXIG 

434 D iTraw l»l 

201.0 iT.raxxXO 

27.0 Hrexx Fiosub 

13.0 iTiaxx Finsen 


Large Index Notionals 
CDXIG.S.TY 
CDXiG910Y 
iTraxx S9 7Y 
iTrawS9 10Y 



Usage Synthetic 
&24/12 Lniit 


156£ 180.0 


432J2 496.0 

170.9 174.0 


(178.5) 175.0 


(B4.0) 64.0 

0.2 0.5 

(406.5) 436.0 

(163.5) 266.0 

580 65.0 

(22.1) 30,0 
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New trades 
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Daily price testing - index 



CDXIGS1S05r 
iTFWa S16 05Y 
ITRAXXMNSI5 05Y 
ITfW«FlNSUDS14C6Y 
ITRAXXFirjSUBS16CISY 
ITKAXXMNSiSCTV 


ITfWWFINSUDSV/OSY 7S 

ITTWC«;FINSUSS0705Y (117) 

ITRAXXXOS17CBY ^7) 

ITRAXH FINSUB S15 OSY (572> 

ITRAXX,FiNSUBSOOC6Y <6Mj 

ITRW(FINSENS17C6Y (69(% 

[TRAXXFtNSUBS12 05Y {97& 

l1'RAXXFINSU8$10Cl5Y {1-39Q 

ITRftXXHNSlBICY (1.6671 

iTRAXXX0S15 05Y (1.701) 

ITRAXX WIN S15 ICTY (2.054) 

iTOAXXFINSUSSOBtKY P,129) 

iTRAMMNSISCGY (3,534) 

I7RAXXXOS16CSY (5,167) 

ITRAXXMN3'7C6Y (17,1®^ 


7.21 

(5.67) 

(1.33 


10*5 1D4.8 

173.9 174.3 

177.7 177,1 


(3.53 YVfBBd 
^ 3 ^ saisad 
(0.04) sfucsd 

03.03 ^iresd 
0.00 wresd 
0.19 spread 


2145 

4SE0 

360.0 

T145 


193,5 

2224 

4357 

4d6.0 

715.4 

510.4 


0.29 s^ead 292.0 

0.22 spread 473.3 

0.21 s;»ead 453.0 

1.25 ^xead 191.1 

0.54 spesad KS.5 

1 .47 S(»»d 195.4 

022 spread 43aO 

072 spread 1S26 

207 ^KBBd 6325 

7,ee ^leod 1736 


253.3 
431.9 
4588 
188,7 
SJ92 

197.4 
44Z1 

®4.3 

173.6 


iw.e 


177.7 


714.S 


I9S.4 


(1 579); ' 123.67]! 

os'” "2 06 ^ 

,(0.6) 1 23 0 27 

3.3 (! 63) (1.3S) 

3.1 (1 SC) (1 34) 

p.1) 0.62 033 

7.8 (0 31) (029) 

0 7 (0.02) (0.01) 

(1140) (010) (010) 

OS 018 

(0 6) (0 1 a (0.02) 

(7.1) (0.27) (0.25) 

1 3 0 36 0.22 

5.4 1,87 1.76 

5.5 t 14 1.C4 

<2..3) (2.92) (2.'3C)) 

(0 3) (0.1S) 

2 0 2 95 222 

121 2.69 25S 

(37) (261) (2.26) 

IB 3.63 156 

00 oog 


By Family 
COXIG 
CDX I-IY 
iTRTVCt MN 
IT71AXXXO 


51,075 

{19,792) 

(8,4351 


Ch^ge in tire OnTR SV Contnd 
spread 1180 117.5 

price 93.3 935 

spread 1738 1736 

»read 714.5 7154 


117 3 


1736 
714 5 


■ZZZZMiiil 

(05) 17,58 

(4 4) (45 6^ 

0.0 (0 on 

0 9 2.61 


INTERNAL 


USE ONLY 
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Daily price testing (cont’d) - Index 


COS' 3312^35-24 ' Totallinle>i /' 2^72 1" B.SPi 

USDrarfa-Kj Credit Spread ClOOuole Maitt Quote ICEQucte MarttIT Spread MarldT PV PVExceeding 

Product Noiioreii mTi) BP Value (S mm) PriceType (LONOoss) (NVA-ON Close) (NT/LON Close) DitTaence Orange (S mm) C^{Srnmj 


Other ted ex 

COXiGSISOSY (18,223) 

[TPAXXMNS1605Y 13,561 

1THPXXMNS15 05V 5.109 

ITRAXX FINSUB $14 CBY 1,542 

!TIW0(FINSUBS16C6Y 1,316 

tTRAXXMNSISQ'.Y 1,114 

ITRAJCXMNSOeim' 100 

!TRAXXFlNSUBS17tSY >5 

iTKAXX mSUB $07 CBY (117) 

STfWaXQSITCEY (547) 

ITPAXXFtNSUBSISCJSY (572) 

iTRAWFWSUBSCeOSY (664) 

ITRAXXFiNSKNSIYCSy (B90) 

!TRA.XXF!NSiJBS12CBY fS7® 

ITTWCXriNSUBSIOCGY (1.390) 

ITRAXX MN S16 Itir (1.567) 

imwixosisoffr (i.td’I 

ITRAXXMNS15ir)Y P.»4) 

liHAXXFINSUBSCeOSY (2.1291 

ITRAXXMNS15 03Y (3,334) 

!TRAXXXOS16C6Y (5.187) 

ITRAXXMNSl'OSY (17,139) 


/.Z1 spread 1045 

^.67) SfMead 173,9 

(1.92) srread 177.7 

(0.49) ^Kead 495.0 

(oo:^ «Head 517.0 

(D.58) ^rread 194.6 

(0.04) spread 714.6 

(0.0$ sncad 495.0 

0.00 spread 580.0 

0.19 sixead 714.5 

0.19 spread 511.0 

0 04 spread 437.0 

079 spread 2320 

0.22 spread 473 3 

0.21 ^rread 4S3.0 

054 ^4ead 6290 

1 47 spread 135 4 

0.22 Hxead 430.0 

0.72 spread 1526 

207 spread S82S 

706 spread 173.6 



4383 


193.5 

2224 

«57 

466.0 

715.4 

510.4 

429.9 
^3 

481.9 
«8.5 


629.2 


1409 

173.6 


191.1 


195.4 


j . ( i 5.79)j (23 .67|! 

0.3 '206 “ " 

0.4 (2 4S> 

(0 6) 1 .23 D 27 

3.3 (1.63) (138) 

3,1 (1 60) (1 34) 

(11) 062 0.33 

7.6 (031) (D.29) 

0 7 (0.02) (0.01) 

(114.0) (010) (010) 

09 018 

(06) (0 1 2) (0.02) 

(7.1) (0.27) (0.2S) 

1.3 0 36 0.22 


55 1.14 1.04 

(2.3) (2,92) (230) 

(03) (016) 

20 295 2.22 

121 2.69 258 

(3.7) (2 81) (2.26) 

1 S 3.63 1,SS 


By Family 
CDXIG 
COXKY 
ITRAXX MN 
!TFW0( XO 


51,076 

(19.792) 

39,837 

(5,435) 


leOnTR SVCaritraa 
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Daily price testing - Tranche 



1 rto PV LYi't^ L* lun. Ai:i> MjriJ~ cmg 


Dfaclored Ci«fiiSpre9d 

tIsnaMSmm) BP Malus fS mm) 


CIO Quote 

.ON Ctael 

Adj Tisxdie Priced 
!ta*ed on Rid Index) 

Total Tranche! J.81 i 

Ipdtrpendenl Index Spread Mark!! PV 

Quote Chanae Chance ($ mm) 

0.81 i 

PV Exceeding 

Cao($mraS 


Series 09 Tranche 






f.-. 

22.95 ! 

,16.13 1 


CDXiGSosiay 30-100 

16,565 

(2.54) 

uptnyii«iao 

P-4) 

(3.4) 

(D.9) 

2.41 

0.41 


CDXIG $09 07^' 30-100 

11,121 

(0.47) 

if)fnuil-»1(XI 

(22) 

(22) 

0.5 

(0.22) 



CDXIGSQ91CWCKK53 

3,018 

(4.61) 

ifi(conH5CD 

22.5 

72i 

(0 9) 

45G 

256 


CDXIG see 10Y 07-10 

775 

<i.eg 

i^U!||45(B 

60 

8-2 

(9.3) 

1.76 



CDX IG S09 1QY CM7 

fn 

(01^ 

IfXrorX-fSaO 

299 

30:2 

(0.9) 

01B 



CDXIG SOS U7Y 03-07 

f215) 

039 

UPftonj^SQO 

&3 

S2 

0.3 

0.10 



CDX !G SD9 (J5Y 30100 

(2635 

000 

lSi8or4'»100 

(06) 

(0.6) 

(2.2) 

(O.flOl 



CDX IG SOS 07Y oeWD 

(331) 

1.0S 

upl-an1»SOO 

S43 

542 

O.P 

0.51 



CDXIG SOS 07X07-10 

(3^) 

0.26 

i^roo!*HX5 

& 3 , 

(5.9) 

9.5 

0.12 



CDX !G SOB 05Y 0KI7 

<1,395) 

ai6 

Krfian!«60a 

as, 

(2.5) 

|22) 

(0-35) 



CDXIG SOaOTY 10-15 

i1,970) 

061 

up6cnl4l(n 

03 

0.3 

0.5 

038 



CDXIG SOS 10X10-15 

(1.980) 

274 

l^mnU-lOO 

108 

110 

(0 9) 

(2.50) 

(060) 


CDXIG SOS 05X 07-10 

(20«) 

CO? 

upYionltSGO 

p.g| 

p.9) 

(2.2) 

(0.05) 



CDX IG SCH CSV 03-03 

i37tS) 

5.89 

upftent^SOO 

165 

16.7 

(2.2) 

f12.7S) 

(10 7S) 


CDXIG S09 05X10-15 

(2,9C^ 

OCS 

(ipfra>«4lD0 

(0.6) 

p.S) 

(22) 

(0.04) 



CDXIG SCSI OX 150n 

[3 KB) 

236 

UDfnxit^lCO 

13 

13 

(DO) 

f2.24) 

(074) 


CDXIG SOS 07X15-30 

(6.965) 

1.01 

1^1X^4100 

n.6j 

(1.3) 

05 

0,4 7 



CDX IG SOS OSX 15-30 

(12.215) 

007 

UpfKir44l0(] 

(0-?l 

(0.6) 

a2i 

(0.15) 



rTRAXX HN SCS 10X 27-100 

20773 

(7.06) 

spiead 

70.0 

704 

(3.5) 

24.54 

22 64 


ITRAXXHN SOB 077 22-103 

14.2« 

(1.82) 

spntse 

53-0 

322 

(0.2) 

0.39 



ITRAXX MN SOS QSX 22-100 

8.933 

(P15> 

xpresd 

10.0 

96 

(0 4) 

0.07 



ITRAXX MN SOS 10Y 00-03 

1.42 

(1-19) 

upfrcol4S)0 

75.7 

73.9 

(3.5) 

4,1S 

2.18 


ITF1AXX MN SOS 107 C6J33 

478 

(0.77) 

up(K>nl430O 

30.8 

31.1 

(3.5) 

2.70 

0.70 


ITRAXX MN SCS CBX 05-09 

428 

(009) 

upliori|4300 

(2.4) 

<2 4) 

(0.4) 

0.04 



ITRAXX MNSC9 OSX 09-12 

3S2 

<aw) 

(iptead 

61.0 

9S.0 

(0.4) 

0.02 



ITIWtXMNS0910X CSl-12 

296 

(0.39) 


613.5 

6143 

(3.5) 

1.37 



ITR/LXX MN SOS 077 09-12 

226 

(019) 

XOKiSd 

4180 

4094 

(0.2) 

0.04 



ITRAXX MN see 107 12-22 

195 

(016) 

«p(eBd 

3ce,5 

3078 

(3.S) 

0.SS 



ITRAXX MN 309 107 03-06 

6 

(0,02) 

upfro[il4500 

41.8 

421 

(3.5) 

0,06 


S: 
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Daily price testing (cont’d) - Tranche 




COB:2D12JB-24 


Change Charge ($ m' 


! see 05Y 12-22 


ITFWOCW 
ITRAXX MN SOS D7Y C3-06 
ITRAXX MN SOS D5Y 03-06 
1TRAXK M.M SOS OTT 12-22 
ITRAXX MN SOS QTY 0003 
ITRAXX MN SOS cer 00-03 


other Tranche 

CDXKTS10CBY3S-1(I) 
CDX HY see CSV 35-100 
CDXLCOX SIO B5Y 1S103 
CDXHYSIQOSV lS-25 
CDXHYS10IJ7V35-1QQ 
COX HYSIOOTV 10.15 
CDX HY S1 1 CBV 15-25 
CDX MYSCDtSYZi-35 
COX HY S06 tJ5V 2S-35 
CDXHY SIO 05Y 25-35 
CnXHVSIieSY 35-103 
COX HY S11CBY 10-15 
CDXKYS1Q0A'15-5S 
COX MY SOS 07Y 25-35 
COX MY 31 DUTY 2535 
COX HY S1 1 05Y 
CDXHY S10C15Y1M5 
CDX HY SOS 07Y 1525 


,157) 

(201) 

(453) 


0.00 upftDfl^SOO 

0.01 spread 

0.31 upfta«SQa 
0,33 ufdrcnt^SOO 
026 spread 

098 i^drcrtf+SOO 
029 UptroKi^ 


(Oil) 

(ieZ2) 

(0.19) 

(0.39) 

(078) 

(0.01) 

(DQO) 

(0.07) 

&-(a) 

(019) 

P.39) 


1CZB 

100.4 

1039 


1CC.0 
10D.4 
104 J3 


(0.071 

(0.17) 

(OOS) 


(0.2S) 

(0,06) 

(0.65) 
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Daily price testing (cont’d) - Tranche 



C.oa: 3012-05-24 


Product 


LlSDFactoed Cre<MSp<ead ClOQuoie Adj Tianctie Priced 

Notional (S mrri) BP Velte nun) ^iceType ^ONQoae) (based Oft Ref Index) 


Other Tranche 

CDXIG 507 07X07-10 
CDX LCDX S10 05X 12-15 


110 ^.04) <4>«or«t5G0 (4.1) 

110 (DiJ3) price 1CC9 


CDXIG S15 05Y 15-100 
CDXHY S11 07X 35-100 
CDXHX 505 07X10-15 
CDX KXSn 07X10-15 
COXKXSQ7 07Y 15-25 
CDX W SO? 07Y 35-100 
CDXIG 507077 15-33 
CDXIG S07 07X30-1CIO 
CDX IG SB OTX 0307 
CDXIG see 07X 07-10 
CDXIG -SCSOTY 10-15 
CDXIG SMOTYX-IOO 
CDXIG S10 05Y0307 
CDXIG S10Q5Y 07-10 
CDXHY S11 07X 15-25 
CDXKXSOSOSX 10-15 
CDX KX SOB 05Y 35-100 
CDX !G S15 QSY OOtD 
CDX IG SOe CITY 1530 
COX HY SOS 05X10-15 
CDX HY SOS Q6Y 15J6 
CDX HXS08 05X1 5-35 
ITRAXXMN SIS 07X23-100 
ITRAXX MN SIS 05V 23-100 
ITRAXXMN 51503X22-1133 
ITfWW MN SOS lOX 0306 
ITRAXX MN SOS ICY OBJOS 


17 


(30) 

(71) 

m 

1195) 

(375) 

(812) 

(105S) 

(1.410) 

2,516 

2.4S3 

377 

189 


091) price 1069 

(aoi) upftQrt4.25 D.2 

( 002 ) price 11C4 

(D04> price 321 

(000) price 64 

(001} priis 92.S 

( 000 ) price 1066 

DCD uphcrri-flOO (1.^ 

(000) up1mnl«100 (1.^ 

O.DO upfrard-aSOO 61 

000 upfront^OO (5^ 

(000) t^rAontrlOO (04) 

(000) up(rcinl*100 (1.'^ 

000 upt’onH^SOO <2.^ 

(0.00) upfKStaSOO (49) 

0.03 price 49 8 

006 price 31.0 

000 price 1004 

066 mt>iir«<S)0 35.1 

O.M cT>ln>nH-100 (1 6) 

018 price SeS 

033 pace 994 

001 price 100 3 

984} sptead 635 

^49) spread 445 

0X02) spread 155 

i02S) upIionlrSOO 41.6 

(Oil) upfiorri^aDO 269 
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(4« 

1023 

lOB.g 

OJ2 

110.5 

32.1 


106.6 
( 13 ) 
(1.^ 
11B 
(3.4) 
03 
(1.6) 
a 4) 
(49) 

31,0 

100,4 

34.7 

(15) 

942 


63.1 

15.5 

40.4 

277 



13.1 

(14.5) 
0.3 
(26) 

(14.5) 
!2S) 

29.1 
29.1 
iai 

(27.7) 

(27.7) 

(27.7) 

(27.7) 

0.9 

(2S) 

COT) 

(81.7) 
0.3 

(27.7) 

(81.7) , 
(5.7) 

(B1.7) 
( 11 ) 
(0 6) 
(37) 
7,8 


{1 9.13) j . (1831)1 

‘(0.7ZI 

(0.02) 

( 0 . 00 ) 

0.04 

0.60 

0.01 

(0.19) 

(0.00) 

0.00 

(0.01) 

(0.01) 

(O.OSl 

0.01 

0.01 

(D.CO) 

(0.06) 

(0.04) 


(VOP) 

(14.91) 

(0,23) 

(0,B5) 

0.90 

0.31 

0.D7 

(1.79) 

(0.87) 
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Daily price testing (cont’d) — Tranche 



other Tranche 

ITRAXX wrj SIS Cjy Q3JDS 
in^AXX MNS0610Y09-12 
ITRfiXX MN S06 1 or 1 5-22 
nRAXX MN SOS Iffr 22-100 



(e£) 

(t31) 

C<5) 

<327) 

(371) 


<0C^ i4>fnx4«SCO 9j3 

(DUq ^HBOd 632.5 

<0.D1) spraad 2S95 

(ODO) sp<^ 64 6 

^00} (4>!ronl«'3CX) 265 

(Din) 615.0 

.^.OO) spr ead 2655 

OJX) sfsead 643 

0.15 v?)(tont+SQO 47 9 

0.12 w)Sw«*50O 748 

043 i^rfnxil^SOD 34.5 

0.42 upftonKSOO 61.S 

040 upfrcn14500 £6.5 


9.2 

5».7 

281,6 

5B.0 

206 


61.0 

478 


Total Tranche!, 


(3.7)“ 

7.8 

78 


(3.7) 
78 
(1.1) 
(0 5) 
«.') 


iiiti ; . 0.81 1 



PV Exceeding 
Cap ($mm) 


<1S-31|! 


(0 04) 
(0.02) 
(0,01) 
(0 00) 
0.00 
(0-58) 
0.97 
iCAB) 
(0.27) 
(0.43) 


CDXIG 
ITRAXX MN 


(341) 

SS7 


Change due to the OnTH SY Index 

S33 93.5 93.5 

IW.O 117.5 . 117.3 

1735 1735 173.6 


(4.4) 

(0.6) 

0.0 


15.14 

(Z7D) 

(OO) 
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Volume and activity update 


1 I 

Seri-s 

Grass no6o 

nal (Smm) 

WeeidyacSuty ($mn:) 

% of Rofiona 

fraded 

UntianchetJ 

Traiichecl 

Un&anched 

Tranched 

Untrandied 

Tfsncded 

CDX!GS09 

813.852 

557,464 

31,354 

7.851 

3.90% 

1.41% 

iTraalVM SOD 

eiS.556 

522.193 

17.076 

12705 

2,77% 

2.43% 

CDX !GSie 

390,008 

N/A 

221241 

N/A 

58,73% 

N/A 

iTfawMN S1S 

292,720 

N/A 

7,532 

N/A 

2.57% 

NrA 

iTranMN S17 

351,34S 

N/A 

197,567 

N/A 

5623% 

N/A 

COX !G SI 7 

239,782 

2.100 

19,670 

137 

8.21% 

6 5'3% 

COXIGS15 

178415 

N/A 

69? 

NIA 

0.39% 

N/A 

CDXIGS15 

174,828 

8.303 

866 

N/A 

0.50% 

N/A 

CDX HYS17 

72,421 

550 

4.924 

N/A 

6.80% 

N/A 

CDXHYSIO 

71,049 

45,217 

722 

130 

1.02% 

0 29% 

iTrauXOEie 

63,828 

N/A 

1.110 

N/A 

1.74% 

N/A 

iTiaaXOSI? 

72,C23 

NA 

47.157 

N/A 

65.48% 

N/A 

CDXHYS05 

52,839 

34.355 

673 

40 

127% 

0.12% 

iTraaFieSubSI? 

25,771 

N/A 

4.904 

N/A 

19.03% 

N/A 


Source DTCC erring aia'12) 


iNTERNAt, USE ONLY 26 J.EMorgan 


BANK PROPRIETARY AND/OR TRADE INFORMATION 


OCC-SPI-0008P355 


DRAFT (5/29/12) 




May 29,2012 


J.EMorgan 


BANK PROPRIETARY AND/OR TRADE INFORMATION 


OCC-SPI-00089407 


2395 


Executive summary 


29;05/2012 (588,003) 

28/05/2012 $15,627 


P/L Explain <e9ttmateLDN cIom) 


□rectlonal 
Compression 
Series 09 
On/Otf Run Basis 
Curve/Other 


Long credit risk (10% CSW, Smm) 


Portfolio Net Since %Chg. 

Trading lengthening change 30-Apr 3Q-Apf 

N/A N/A N/A 90,4 (30.9%) 

(19,2) (7.1) (26.3) 116.6 (39.9%) 

227.0 (137-4) 90.4 0.0 2-_ 


close plus current day trades only. 
' Expected today 


I Collateral ($mm} 


Description Current F 

Total (CIO - counterparty) S25 

Largest counterparty MS 39 

Largest instrument ITRAXXMN S09 10Y 22-100 26 

Note: negatIve/posItIve collateral position denotes lowot/highar valuation relative to 
counterparty 
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Current Prior day 
S25 -$10 
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Trades 


H Sold protection $315MM CDX.HY.16 5y 
B Sold protection $250MM CDX,IG.18 5y 
a Bought protection EUR20MM FiNSU0.17 5y 
a Sold protection EUR20MM iTX.MN.9 5y0-3% vs. delta 
a Bought protection EUR250IV1M ITX.MN.9 5y 22-100% vs. delta 
a Bought protection EUR0OOMM lTX.MN,17 5y 
B Sold protection EUR600MM XO,17,5y 


Summary commentary 


a New trades reduced risk in CS01 terms by $O,0S4mm tO 

B P&L$(83jmni driven by: ^ 

a Compression HY vs iG, XO vs Main, ($40MM) 

B On/Off Run Basis, ($29MM) 

ffl Tranches, tighter spreads In short-dated 0-3%, ($12MM) 
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Risk summary^ (cob 5/29/12) 


($mm) 

Notional 

OTR Eqv 

CS01 

BetaAdj. 

CS01 

10% 

csw 

Syr eqv. 

DoD Change 

Beta Adj. 
CS01 CS01 

10% 

CSW 

Change since 4,00/12 

Bola4dj, 10% 

CS01 CS01 CSW 

Beta ' 

C0XIC3 

44,315 

58,188 

(28.1) 

(32.0) 

(485) 

304 

(0.2) 

(0.1) 

(2-2) 

10.5 

11.2 

21.8 

1.00 

COXHY 

215 

(20,002) 

6.9 

37.9 

407 

398 

(0.1) 

(0.8) 

(13.4) 

(1,5) 

(B.4) 

(53.9) 

5.50 

ITRWCX MN 

80,800 

20,366 

(8.4) 

(12.6) 

(223) 

(943) 

0.4 

0.6 

7.7 

15.2 

22.9 

184,6 

1,50 

ITRAXXXO 

(6,092) 

(5.702) 

2X1 

11.0 

125 

754 

(0.3) 

(1.4) 

(18.6) 

(1.2) 

(6,3) 

(61.6) 

5.50 

COXLCDX 

2,387 

250 

(0.0) 

(0.1) 

(0) 

79 

(0.0) 

(0.1) 

(0.2) 

(0.0) 

(0.1) 

(0.2) 

5.50 

ITRWCXFINSEN 

(436) 

(436) 

OJ 

05 

5 

0 

0.0 

0.0 

(0-1) 

0.2 

0.6 

5.9 

3.00 

ITRAXXFINSUB 

(2,831) 

353 

(0-2) 

(0.7) 

(11) 

(20) 

0J3 

0.0 

0.5 

0.4 

1.9 

13.7 

4.50 

SOVXWE 

0 

0 

0.0 

oo 

0 

0 

0.0 

0.0 

0.0 

0.0 

0,0 

0,4 

1.00 

Direct Sineie Name 

eoo 

524 

(0.2) 

(1.7) 

(20) 

(1) 

0.0 

(0.0) 

0.0 

(0.2) 

(1,7) 

(20,4) 

7,04 

Total 11S.157 53,461 (27.9) 2.3 (202) 

* Table shov,n Induries ni^ional end risk faclois for bcdh indbesand Iranr.hes combined 

571 

(0.1) 

(1 .7) 

(26.2) 

23.4 

20,0 

90.3 



Note: Po$l<lve/NegatIv« nolionol dolo denolcs long/shoit ri^; PosXIve/Negalive C801 donotOG shofUIong (isk 
Bulks Hie co>npul8<i pfT un Ihs lun 16 (S1S). Oala isflei^s priot day dOM plus nem (rades ioday. 


[Risk factors^ (cob 5/29/12) 



Uriderlying OirectiorMlily Cum OTR/OFR HG/HY MN/XO 

CS01 (*mml CS01 ($inm) CS01 ($min) CS01 ($mm) CS01 ($mm) C901 ($mm) 

EU/US Correiatlan ($/10% change) 
CS01 (Imm) Super Senior Eyulty/Moss 

CDXIG 

(?e.1) 4.0 

7.7 

(22.7) 


- 

- 

(123.8) 

1 1.6,4 

ITFAXXMN 

(0,4) 

5.4 

(133) 

_ 

~ 

(1.8) 

(132Sj 

(30,2) 

CDXHY 

6.9 

(0.4) 

00 

6.9 

- 


7.5 

38,7 

ITRAXXXO 

2.0 




2.0 



- 

ITRAXXRNSUB 

(0.2) 

0.3 


- 

(0.2) 

- 

- 

- 

ITRAXXPINSBN 

0,2 

- 

- 

- 

- 

02 

- 

- 

COXLCDX 

(0,0) 

(OjO) 

- 

(0.0) 

- 

- 

- 

- 

Subtotal 

(275) 4,0 

12.0 

(365) 

6.9 

1.8 

(1.3) 

(248.6) 

120,0 

Note: Dtrectlonalily excludes DlrM single names 









it 

W 

a: 

^^ffi/larkeisiimmarv^ (cob 5/29/12) I 




Spread 


Basis to Theoretical (bps spd) 

S/29,'12 

6/25/12 

5/24/12 

4/30/12 

3/30/12 

a«5/12 

1w 

1m 

>- 

CDXIG S185yr 

116.8 

117.3 

117.5 

94.7 

915 

(4.8) 

(23) 

2-7 


S0 5yr 

64.3 

86.2 

S5.4 

68.1 

70.8 

(7.9) 

(1-0) 

7.1 

s 

S0 lOyr 

158.8 

159,4 

150.7 

110>J 

113.1 

(1.5) 

1.0 

153 

5 

CDXHY SlBSyr 

650.0 

664.6 

660.7 

579.7 

5785 

143 

(49.7) 

26.1 

a 

iTraxxMain SITSyr 

17DS 

1745 

174.5 

1405 

125.0 

1.7 

(53) 

12.0 


S9 lOyr 

6975 

715.0 

717.5 

1705 

1515 

10.1 

(155) 

7.7 


ITraxxXover S17 5yr 

2065 

2115 

2115 

6505 

613.0 

(7.4) 

(42) 

15.2 


Source: Market data - J.P. Morgan Jnvestmert Bank (as of New York close) 

5 Estimated based on end of day tevds, may RmHiate based on end-of-day trading and volatility 
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Notional overview 


Notional ($mni) (cob6'29/12| 


iG5 

Other IG 
High Yseld 

Notional 

48.460 

2,155 

(17,554) 




ilraxxN^ain 

iXrawXO 

NoSonai 

28,207 

(4,859) 





Total 

Equity 

Mezz 

Senior 

iG9 

(5,940) 

(1,355) 

(33,020) 

28,435 

IG95yr 

(22.400) 

(0.570) 

(T0,560; 

(270) 

IG 

(360) 

(195) 

(265) 

100 

HY 

17,769 

4,291 

4,183 

9,295 

iTraw 

36,165 

(3.210) 

440 

36,935 


Long Short 
2.391 (4,649) 

4,075 (1.688) 


NoSonai 
1GS09 05Y (32.722) 
IGS09 07Y 34,193 

1GS09 10Y 46,989 

}G9 48,460 


Note: Positive/Negative notional data denotes long/short risk 
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Synthetic credit book - key metrics 


Histaricsl Stress {$inm) 


.Statistical Stress 


53. 500 

53.000 

52.500 

52.000 

51.500 

51.000 
SSOO 

SO 

Note; Historical ^ress excludes risk faclor for sinple names. Latest historical and statistical stress reflect improved granularity in risk factors: measures have been revised from 
30 Apr 2012. 



VAR 95 Trend ($mm) ■ Synthetic Credit RWA ($bn) 


200 

ISO 

160 

140 

120 

100 

80 

60 

40 

20 

0 


160.0 

140.0 

120.0 
100.0 

80.0 
60.0 

40.0 

20.0 

0.0 

5/9/2012 5/14/2012 5/21/2012 
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Summary of Synthetic Credit Book - historical stress 


s Pricing to equilibrium: In addition to beloyy riskfactot!$, sOmelndipes will lose value as they move from richness to fairness 
m Synthetic credit book exposed to risk factori'T* Ea.chTactor represents a directional exposure ■ ; n 

s In the short-to>medium term, these exposureSiCan be partially mitigated - But not eliminated 



5/29/12 [ [ 

4/30/12 

Risk Fartor I 

1 O^enption of when position loses money 

Hi^loricdlworbt H 
faitiqle day H 


1. Credit spread widening 

(Directionaiity) 

a If credit spreads widen across markets 

$287mm 

53,272mm 

2. Maturity mismatch 
(Curve) 

a If credit spreads of long-maturity positions get wider 
relative to short-maturity positions 

7mm 

89mm 

3. High Yield vs. Investment Grade 

a If high yield positions in US outperform investment grade 
positions relative to their portfolio weighting 

2,059mm 

2,925mm 

4. XOver vs. Itraxx Main 

a If high yield positions in Europe outperform investment 
grade positions relative to their portfolio weighting 

159mm 

437mm 

5. Europe vs US 

a if positions in Europe outperform positions in US relative to 
their portfolio weighting 

11mm 

39mm 

6. Illiquidity of older indices/ 
Tranches 

(On-the*Run vs. Off-the-Run) 

a If credit spreads of the older index (the ‘'off-the-run" 
index) widen relative to more-recentiy issued indices (the 
more “on the run” indices) 

-■mm 

1 ,085mm 

7. “Super senior” debt vs. “equity” 
positions (Tranches) 

s If there is an increase in the correlation implied between 
defaults among names within the tranches 

505mm 

SOSmm 

8. Default risk 

(Risk on individual names) 

» If credit events happen to companies for which we have 
“sold protection” 

NA 

NA 


Portfolio worst day 
Sum of worst case 

Note; Stress results reflect improved gramdanly in nsk factors; measiffes have been revised from 30 Apr 2012, 
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$3, 027mm 


$3, 331mm 
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Summary of Synthetic Credit Book - statistical stress 

B Pricing to equilibrium: In addition to below risk factbrsrsomelndicw will lose Value as they move frorri richness to fairness^ 
s Synthetic credit book exposed to risk factbre .^.EdCih^fdctpr represents a directional exposure ; 2/ 

I SJ in the short-to-mediumterrn,. these exposures can be partially mitigated -But not eliminated ; 



5 2 ; 2 

1 4/30/12 

1 H I- t 1 1 

m m 

t;£N^erjption of when position loses money 

SS". lie lo'-.s 
potential 

mm 

1. Credit spread widening 
(Directionality) 

a If credit spreads widen across markets 

$170mm 

$710mm 

2 . Maturity mismatch 

(Curve) 

fi If credit spreads of long-maturity positions get wider 
relative to short-maturity positions 

150mm 

160mm 

3. High Yield vs. Investment Grade 

a If high yield positions in US outperform investment grade 
positions relative to their portfolio weighting 

930mm 

1.120mm 

4. XOver vs. itraxx Main 

s If high yield positions in Europe outperform investment 
grade positions relative to their portfolio weighting 

200mm 

300mm 

S. Europe vs US 

B If positions in Europe outperform positions in US relative to 
their portfolio weighing 

50mm 

4D0mm 

6. Illiquidity of older indices/ 
Tranches 

(On-the-Run vs. Off-lhe-Run) 

B If credit spreads of the older index (the “off-the-run" 
index) widen relative to more-recenlly issued indices (the 
more “on the run" indices) 

510mm 

810mm 


7. “Super senior” debt vs. “equity” 
positions (Tranches) 

n If there is an increase in the correlation implied between 
defaults among names within the tranches 

500mm 

500mm 

8. Default risk 

(Risk on individual names) 

0 If credit events happen to companies for which we have 
“sold protection” 

291mm 

291mm 

Portfolio worst day 

.. t. - jx oniv 0 X 14 -. Sum of worst case 

Note' Stress results reflect imoroved granulanty in nskfectors; measures have been revised from 30 Apr 2012, 

$1, 250mm 

$2, 801mm 

j 1 $1.740mm 
j j $4, 291mm 
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Synthetic Credit risk factors details 


1 Sensitivity analysis 1 

Scenario 

Sigma 

Loss ($mnl) : 

90,0% percentile 

1.28 

1,030 

1 95.0% percentile 

1.64 

1,250 i 

97.5% percentile 

1.98 

1,440 

99.9% percentile 

3.09 

2,170 

Downside Case A’ 

N/A 

2,801 

Downside Case 

N/A 

4,635 


Assumptions behind analysis 


n Credit spread widening (Directionality) - Net directional loss estimate assumes correlation based on 1 yr data 
a Maturity mismatch (Curve) 

B Volatility measured as relative movement of longer maturity spread vs. shorter maturity spread adjusted for overall drift 
H Combined across asset classes assuming zero correlation 


ffi High Yield vs. Investment Grade 

fis Volatility based on relative spread movement netted for overall directionality 
s Assumes zero correlation between these differences for US and Europe 


ffl illiquidity of older Indices/Tranches (On-the-run/Off-the run risk) 
m Series 9 is assumed as the off-the-run position 
K Risks are combined assuming zero correlation 

s “Super senior” debt vs. “equity” positions (Tranches) - Risk factor based on extreme movements of correlation as seen 
during the credit crisis 


s Default risk (Risk on individual names) - Exposure based on comprehensive simulation of default risk using capital model 
^ Diversified sum - All above risk measures combined assuming zero correlation 


’ Diversified sum of 95.0% percentile; ^ Diversified sum of 99.9% percertBe 
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m Off-the-run index risk 
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m Default profile 
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u Differences Summary 
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Curve exposure (Investment Grade CDX and iTraxx Series 9) (cob 5/29/12) 


DRAFT (5/29/12) 


? .J 


Risk depiction 


Curve’^expdsure detaii {1p“7B'QSW,'$mmj' • 



Nofional (€bn> PV 10%CSW($mm) 


Maturity Current Delta Adj. ($mm) SpotPayChg. 
Jun.-13 €17 (€33) 31.551 $73 ($0.6) 

Jun.’IB 13 27 (2,041) (356) 0.5 

Net (434) (0.2) 


hiipo u*e&l'%L 


Daily (SODO) 


/Albovs P&.L based on an indicative aitnbulion 
model and may not match representative 
trade P&L estimation 


Notional ($bn) PV I0% C5W($mm ) 
Maturity Current DeitaAdj. ($mm) SpotPayChg. 
Dec, ’12 ($33) ($144) $365 $61 ($0.8) 

Dec. '17 47 56 (2,543) (392) 0.7 

Net (453) (0.1) 




Scp-07 Sep-08 Sep-09 Sep-10 Sep-ll.( .. . I 
(Smrr^ Dec '12 Dec ‘17 Sbpe His. Loss His. Gain 
OS01 $77 (S25.4) ($33.1) ($58) $4,943 

Spread eSbps lS9bp3 74bpa 76bp9 (7Sbps) 


E Our curve risk arises from the portfolio 
being short risk in lesser maturities (Pre 
Dec 2016) and long risk in greater 
maturities (post Dec 2016) 

a Our exposure to this is apprijximately 
SBmmm loss per bp in steepening in 1G9 
with a forward iong of $33mm 



SepO? .&P-08 Sep-C3 . Sep-10 Sep-ll 
($rTvn) 13sc'12 Daci7 Stope Hs. Loss Hs Gain 


(mm) 

Dec,'12 

Dec, '17 

Notional 

($32,722) 

S46,969 

. Volumes 



Week Total 

8,417 

10,947 

1M Dally Avg, 

1,709 

2,324 

Since 4/30 

42,094 

47,601 

Days to Liquidation 

96 

101 

(20% daily Bvg. vol.) 



(mm) 

Jun.'13 

Jun.'IB 

Notional 

€16,576 €13,145 

Volumes 



IWeekTotal 

4,966 

670 

1M DailyAvg. 

1,183 

277 

Since 4/30 

25,243 

5,932 

Days to Liquidation 

70 

23B 

(20% daily avg- vol.) 




’ PV represents balance sheet caffyino value 
INTERNAL USE ONLY 
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Investment Grade vs. High Yield (Compression) (cob 5/29/12) 


Risk depiction 


Comprubbion exposure Uetdii 


Exposure & P&L 


,*3 P&L ($00QS) 


Daily 


WTD Since 4/30 


Decompression 10%CSW 

Smm 

CDXIG 


(485) 

CDX HY/LCDX 


406 

1TR4XX MN/FINSEN/SOVX 

(218) 

1TRA>0<XO/F1N SUB 


114 


CDXIG 

CDXHY 2 

($mm) 

(S17/S18) 

(S17) 

Maturity 

21/03/2017 

20/12/2016 i 

Notional 

$44,977 

($7,101) 

CS01 

(21-0) 

2.5 

10% CSW 

(241.4) 

150.9 

CSW10% Change 



Close of Day 

(0.2) 

(0.8) 

Close of WeeK 

(241.4) 

150.9 

Since April 30 

(115-1) 

(12.0) 


Compression 
CDXIG vs. HY 
iTraxxMNvs.XD 
Other 


(39.971) (39,682) (499,473) 

(20,605) (25,324) (104,150) 

(13,670) (14,493) (334,717) 

18,181 


DRAFT (5/29/12) 


8 We are long investment Grade and Short 
High Yield such that we lose if High Yield 
widens (narrows) less (more) than a ratio of 
5,5:1 to investment Grade 


Afjovs P&L based on an indicative attribution 
model and may not match representative 
trade P&L estimation 


2,000 

i^oo 

1,000 

500 


— HY-IG 'HY/ia Ratio 


3/07 3/00 3/09 3/10 


($mm) 


Current 
CS01 Spread 


3 / 11 .. 3 / 12 ' 

Historical 


IG (S17/S18) 
HY(S17) 
IGvs. HY ratio 


( 21 . 0 ) 


117 

653 


($mm) 

CDXIG 

{S17/S18) 

CDXHY 

(S17) 

Notional 

Volumes 

$44,977 

($7,101) 

IWeekTotal 

79,649 

6,890 

IMDaiiyAvg, 

21,256 

2,933 

Since 4/30 

446,344 

62,940 

Days to Liquidation 
(20% daily avg. vol.) 

11 

12 


($456.4) $1,041.0 



($ mm except 
i notional) 

iTraxxMN 

(S16/S17) 

iTraxxXO 

(S16) 

1,600 * 

: 756 - 



— »X0'-MN 
— "XO/MN Ratio 

12 

• 9. 

(€mm) 

iTraw MN 
(S16/S17) 

iTraxxXO 
(SI 6) 


1 Maturity 

21/03/2017 

20/12C016 

> 500,- 




6 

NoBonal 

(€5,044) 

(€4,417) 

19 

Notional 

(€6.044) 

(€4.417) 

■'iiso.* 


r- Y— yPUT 


••3 

Volumes 



Si 

CS01 

3.9 

1.9 




— ^ 

• 0 

IWeekTotal 

63,403 

15,198 


10% CSW 

66.3 

119.6 

: : 3/07 \ 3/08 

3/09 3/10 

3/11 3/12' 

IMDaiiyAvg. 

14,246 

4,029 


CSW10% Chance 





Current 

Historical 


Since 4/30 

300,051 

86,738 


Close of Day 

7.6 

{0.6} 

{$mm) 

CS01 spread 

Loss Gain 

□ays to Liquidation 

2 

5 

1 

Close of Week 



MN (S16/S17) 




(20% daily avg. vol.) 





66.3 

119.6 



3.9 171 






« 1 

Since April 30 

230.7 

(25.3) 

XO(S16) 

1.9 698 

($162.0) $1,892,1 








MN XO ratio 

4.09X 

3.50X 10.08X 
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Off-the-run index risk (cob 5/29/12) 


Rlsk'depiciion . 


No^onai ($bn) PV CS01 (Smm) Daliy($000s) 


Current Delta Adj, (SrTim) Spot DayChg. 


CDX1G9 46.989 
iTraxxSQ 16.479 


56.115 

34,385 


{2.543} 

(2.041) 


(25) 

( 16 ) 


(0.0) 

( 0 - 0 ) 


63,468 90,500 (4.584) (43) 


Above P&L based on an indicative attnbution 
model and may not match representative 
trade P&L estimation 


a This refers to the riskthat we hold large, 
concentrated pos'itions in off-the-run indices ir 
IGCDXandiTraxx 


(Smm) 

IGSlOyr 

IG 18 Syr 

300 * 

— — SYOrn iOYS9---«*OTR/S9 

($fnm) 

!GS lOyr 

IG 18 Syr 

CS01 

(25.4) 

(17-4) 

Notional 

546,989 

$36,639 

Chanae 



250 • 

11 

Volumes 



Close of Day 

(0,0) 

(0.1) 

.200 -1 

mW ' 

IWeekTotai 

10,947 

79,649 

Close of Week 

(25.4) 

(17.4) 

150 - 

Mi, i'.V... 

1M Dally Avg, 

2,324 

21,256 

Since April 30 

19.7 

(8.8) 

•iqp - 


Since 4/30 

47,501 

446,344 




M9 ™i- (40) 

Days to Liquidation 

101 

9 




50 -i 

1 

r ' r (60). 

(20% daily evg. vol.) 




SepO? Sep-08 Sep-09 Sep-10, Sep-lT 


($mm) 

MN S9 lOyr 

MN S17 Syr 


---•SYOTR— ‘lOYSg— -OTR/Sg 


{6mm) 

MN S9 lOyr 

MNS17 5yr 

CS01 

(17-5) 

9.5 

250 ■’ 


Notional 

€16,479 

(€21,083) 

Chanpe 



,200,-^ 

11 ' Jm,i' • 

Volumes 



Close of Day 

(0.0) 

0.5 


1 1 

IWeekTotai 

670 

63,403 

Close of Week 

(17.5) 

9.5 




IM Daily Avg. 

277 

14,246 

Since April 30 

1.7 

13.4 


fUfjH VjjpVlw' 

• (10) 

Since 4/30 

5.932 

300.051 




so - 

JT Y 

• (20) 

Days to Liquidation 

298 

7 






h (30) 

(20% dally avg. vol.) 




'• PV represents faaiarrce sheet carrying value 
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Directionaiity (cob 5/29/12) 



DRAFT (5/29/1 2) 


Commentary 


to 

O 

CD 
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Tranche Risk (cob 5/29/12) 


I 


I Risk depiction 


Correlation 10%shifti'’ 


Index name 

Tranches 

CDX.IG Junior 

0-30% 

CDX.iG Super Senior 

30-100% 

CDX.IG Total 


CDX.HY Junior 

0-35% 

CDX.HY Super Senior 

35-100% 

CDX.HY Total 


iTraxx Junior 

0-22% 

iTraxx Super Senior 

22-100% 

iTraxx Total 


Grand total 



Long IG 9 

Super Sr lOyr 

10%Corr01 (18) 

Change 

Week To Date -0.22 

Since April 30 -3.26 



Long iTraxx 9 
Super lOyr 

10%Corr01 

-15 

Chance 


Week To Date 

0.28 

Since April 30 

-0.72 
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Exposure &P&L I Commentary 


Daily ($00Gs) WTD Since 4/30 

TBU TBU TBU 

Total 

125 Above P&L based on an indicative attn'bution 

(171) model and may not match representative 

(45} trade P&L estimation 

38 


(29) 

(151) 

(180) 

( 179 )- 


Short 

0-30 

25 


to 


0.00 

0.37 


Short 

0-22 

11 


Graphs of 10% correlation shift 
Theoretioalwax gain/loss hsseO on 10% 

f'.eirr anH .CnraaW nranh r j •/ 


o 


-0.04 

-0.90 
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DRAFT (5/29/12) 


Default profile (cob 5/29/12) 


Total exposure 


Portfolio 

#of 

names 

# Names 
w/ default 
loss risk 

P&L given 
default 

# Names 
w/ default 

P&L given 
default 

Avg. 

Max 

qam risk 

Avg. 

Max. 

Portfolio {today) 

675 

75 

{S45} 

($221) 

600 

S155 

$636 

Portfolio (post Dec. ‘12) 

672 

255 

(235) 

(565) 

417 

132 

836 

1G9 only (today) 

121 

0 

0 

0 

121 

279 

520 

IG9 only (post Dec. ’12) 

121 

121 

(441) 

(565) 

0 

0 

0 


Top 5 exposures 


Eois ■■■ ■ : 

Pre December 2012 


T 

H. J. Heinz Company 

(220.5) 

2, 

L-3 Communications 

(217,5) 


Corporation 


3. 

Boston Scientific Corporation 

(215.2) 

4. 

Directv Holdings Uc 

(213.8) 

5. 

Nabors Industries, Inc. 

(202.8) 

Pre June 2013 

(Smm) 

1. 

Imperial Chemical Industries 

(1-6) 

2, 

Altadis Sa 

(1.6) 

3. 

Hanson Limited 

(0.1) 

4. 

L’Air Liquide Societe 

(0.0) 


Anonyme Pour L'Elude Et 



L'Exploitation Des Precedes 


5. 

Deutsche Bahn 

(0.0) 


Aktiengeseilschaft 





Gam 





Post December 2012 

(Smm) 

Pfc December 2012 

(Smm) 

Post December 2012 

(Smm) 

1 Capital One Bank(Usa), 

(565.2) 

1. Liz Claiborne, inc. 

510,5 

1, 

Brunswick Corporation 

252.7 

National Association 

2. Comcast Cable 
Communications. Uc 

(515.2) 

2. Gannett Co,, inc. 

519,1 

2. 

The New York Times 
Company 

240,0 

3.. Wyeth Lie 

(515.1) 

3, Lennar Corporation 

518,7 

3. 

The T]x Companies, Inc, 

235,7 

4. Rohm And Haas 

(510,1) 

4. BeioCorp. 

517,3 

4. 

Temple-Inland Inc, 

222,6 

Company 

5. Rio TintoAJean inc. 

(505.2) 

5, Limited S-’ands, inc. 

510,2 

5, 

Dean Foods Company 

220,7 

Post June 2013 

(Smm) 

Pre June 2013 

(Smm) 

Post June 2013 

(Smm) 

1. Imperial Chemical 

(1-6) 

1. Gas Natural Sog, S.A, 

636,2 

1. 

Gas Natural Sdg, S.A. 

636.2 

2. Altadis Sa 

(1,6) 

2. GdfSuez 

577,6 

2. 

Qdf Suez 

577.9 

3. Royal & Sun Wliance 
insurance Pic 

(0.7) 

3. Unicredit, Societa Per 
Azioni 

503.3 

3, 

Banca Monte Dei Paschi 
Di Siena S P.A, 

463,2 

4. The Royal Bank Of 
Scotland N.V. 

(0.6) 

4. Banca Monte Dei Paschi 
Di Siena S.P.A. 

486.7 

4. 

Banco Bilbao Vizcaya 
Argentaria, Sociedad 
Anonima 

457.6 

5. Hanson Limited 

(0.1) 

5. Banco Bilbao Vizcaya 
Argentaria, Sociedad 
Anonlma 

4B1,9 

5. 

Unicredit, Societa Per 
/Azioni 

455,7 
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DRAFT (5/29/12) 


Limits 


t; Summary 

Limil (3mm) 

Usage 

5/29/12 

Syntfietic 

Limit 

Umit($mm) 

Usage 

5/29/12 

Synthetic 

Limit 

CS01 Unadjusted 



VaR 

152.5 

180,0 

CDXHY 

6.9 

8.6 




CDKLCDX 

(0.0) 

1.8 

Compression 



CDXIG 

(28.1) 

39.4 

US Compression Limit 

406.5 

496,0 

iTraxx MN 

(8.4) 

23.7 

EUR Compression Limit 

114.1 

174.0 

iTraxxXO 

2.0 

3.3 




iTraxx Finsub 

(02) 

0.6 

Tranche Limits 



iTraxx Finsen 

0.2 

0.5 

10%Corr Shift 

(179.4) 

175.0 

CSWIOYo 



Steepen10% 



CDXHY 

406.8 

496.0 

CDXHY 

(85.3) 

64.0 

CDXLCDX 

(0-3) 

0.1 

CDXLCDX 

0.2 

0.5 

CDXiG 

(484.8) 

549.0 

CDXIG 

(395,7) 

436,0 

iTraw MN 

(222.8) 

434.0 

iTraxx MN 

(143.5) 

265.0 

iTraxxXO 

124.9 

201.0 

iTraw XO 

30.2 

65.0 

iTraw Finsub 

(10.8) 

27-0 

iTraxx Finsub 

(21.3) 

30.0 

iTraxx Finsen 

5.2 

12.0 

iTraxx Finsen 

2.6 

6.0 

Large index Notionals 






CDXIG, 9.7Y 

34.2 

34.2 




CDXiG.g.lOY 

47.0 

81.0 




iTraxx S9 7Y 

5,4 

5,4 




iTraxx S9 1 OY 

13.1 

13.0 
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Differences summary 


DRAFT (5/29/12) 


1 CIO . 

By counterparty (Smtn) ' ' 


“By instrument{$mm)^ 




Sum of 

Sum of CP Sum of MTM 


Sum of 



Counterparty 

fvTTM 

MTM 

Off 

Instrumer^ 

MTM Sum of CP MTM Sum of MTM Diff 

CA 

(28) 

(20) 

(0) 

CCKIG 509 10Y 00-03 

(1.303) 

(1,302) 

(1) 

BBVASA 

0 

0 

(0) 

fTRAXX MN S06 lOY 06-09 


67 

(S) 

BNPP 

409 

413 

(5) 

CDXHY 509 05Y 15-25 

(11) 

(11) 

(0) 

BOA 

60 

60 

0 

CQXHY SOeOSY 10-15 

24 

9 

15 

BR-C 

(98) 

(93) 

(5) 

FTRAXX MNS0910Y 22-100 

(506) 

(532) 

26 

CBKAG 

(2) 

(1) 

(0) 

CDX K3 S09 05Y 00-03 

369 

375 

(6) 

CGML 

(5) 

(6) 

0 

CDXIGS18 05Y 

10 

9 

1 

cm 

(145) 

(151) 

6 

CDXIG S0910Y 10-15 

219 

21G 

3 

CSl 

(193) 

(198) 

5 

CDXHfSHOTY 

2 

(6) 

8 

cs;< 

(45) 

(49) 

4 

CDXK3 609 10Y 15-30 

41 

30 

3'' 

OBKAG 

362 

365 

(3) 

Other 

1,563 

1,579 

(15) 

G$l 

(27) 

(27) 

(0) 

Total 

387 

361 

25 

t'lseceu 

0 

9 

('-) 





HSBCUS 

(7) 

(9) 

3 





MLi 

5 

5 

(0) 





MSGS 

185 

146 

39 





MSIL 

(92) 

(91) 

(1) 





NOMURAP 

115 

110 

5 





RBSPLC 

73 

73 

(0) 





SGOB 

(65) 

(40) 

(25) 





UBSAQ 

(123) 

(126) 

3 





Tolal 

387 

361 

25 





1 CIO PV Differences with MarkIT pricing | 

IndexftJmm)’ 

■■■■ 

‘ 


^Tran^lie^rn^)^ / " 




l'4ark!TPV PV Exceeding 

MarkIT PV 

Exceeding 

Position • 

Position Independent 



Charge 

Cap' 

Change 

Cop' 

Type 

Tyce ■ Source Notes 

Series 09 Index 


67.0 

44.1 

Series 09 Index 42 1 

35.6 

Index-IG 

'/ibps MarMt Aggregate max.: $K)mm 



19.1 

9.0 

Other index (33.9) 

(22.7) 

Index-HY 

1 bps Markit Aggregate max: $53mm 

Subtotal 


662 

53.9 

Sutr.ot^ 8-2 

12.9 

Tranche 

S2rnm Dealer quotes Perpodfion 



By Family 


9y Fa.mBy 




CDX iG 


CDX IG 




CDX HY 


CDXHY 




ITRAXXMN 

(3-0) 

ITFxAXX MN 

(1.6) 



ITRAXXXO 

(4.3) 

Chg. due to OnTR 5Y 

(1.6) 


c 

z: 

Chg. in OnTR 5Y 

(8.0) 
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New trades 


May 29, 2012 


# Risk Nerfional Roduot Maturly Counterparty 

1 LONG 50,000.000 CtK HY S1 8 05Y 2)-Jun-17 MS CAP SVC NY 

2 LONG 50,0(X).0D0 CCKHT S18 05Y 20-Jun-17 BOA CH/\RLOTTE 

3 LONG 25,000.000 COX HYS10O5Y 20-Jun-17 NOfcljRA 

4 LONG 50.000.OCX) COXHY S1SC»Y 20-Jun-17 BOA CHARLOTTE 

5 SHORT -75,000.000 CDXHYS18 0SY 20-Jun-17 MSCAPSVCNY 

6 LONG 40,000.000 CIKHYS18 05Y 20-Jun-17 NOMURA LDN 

7 SI-iORr -50.000, (XX) CDXHY S1E05Y 20-Jun-17 BARCLAYS W 

a LONG 50.000,000 CDXHY S10O5Y 20-Jun-17 BOA CHARLOTTE 

9 LONG 40,000.000 CC2CHY S18 05Y 20Jun-17 NOMURA LDN 

10 LONG 65.000,000 IXXHY SIB 05Y 20-Jun-17 NOMURALD^J 

11 LONG 50.000,000 OOXHY S10 05Y 20-Jun-17 NOMURALD^^ 

12 LONG 250,000,000 CDXIG S1 8 05Y 20-Jun-17 BOACHARLOTTE 

13 LONG 50,000,000 ITRAXX FINSEN S17 05Y 20-Jijn-17 CSPBIIvaLDN 

14 LONG 50,000,000 CTRAXX FINSEN S17 05Y 20-Jun-17 JFMCD LON OK INDEX LON 

15 SHORT -50.(XX),000 FTRAXX RNSEN S17 05Y 20-Jun-17 SOCGEN 

16 SHORT -20,000.000 rrRAXX FINSEN S17 05Y 20-Jun-17 MSCAPSVCNY 

17 SHORT -60,000.000 fTRAXXFI)4SENS17 05Y 20-Jun-17 BARCLAYS W 

ID LONG 20,000.000 fTRAXX FINSEN S17 05Y 20-Jun-17 SOCGB-j 

19 SHORT -20,000.000 ITRAXX RNSUB SI 7 05Y 20.Jun-17 SOCGB^ 

20 LONG 160,000,000 fTRAXXMNS0910Y 20-Jun-18 BNPLON 

21 SHORT -150.000.000 ITRAXXMNS17 05Y 20-Jun-17 CmBAf^Nf 

22 SHORT -250.0(X>.000 fTRAXX MNS17 05Y 20-Jun-17 BOA CHARLOTTB 

23 SHORT -250,000,000 ITRAXX MNS17 05Y 20-Jun-17 DEL/TSCHELDN 

24 SHORT -150.000,000 fTRAXX Ivflg SI 7 05Y 2aJun-17 BARCLAYS TTT 

25 LONG 50,000,000 fTRAXX XOS17 05Y 20.Jun-17 BNPLON 

26 LONG 50,000,000 rrRAXXXOS1705Y 20-Jun-17 BNPLON 

27 LONG 50.000,000 fTRAXX XOS17 05Y 20-Jun-17 BNPLON 

28 LONG 50.000,000 fTRAXX XOS17 0SY 20-Jun-17 BNP LDN 

29 LONG 50.0(K).000 fTRAXX XOS17 05Y 20-Jun-17 BNPLON 

30 LONG 50,000,000 ITRAXX XO S17 Q5Y 2aJun-17 BNPLON 

31 LONG 50,000,000 fTRAXX XOS17 05Y 20-JLin-17 BNPU>I 

32 LONG 50.C«),000 fTRAXX XOS17 05Y 20-Ji«-i7 BNPLDN 

33 LONG 35,000,000 ITRAXX XOS17 06Y 20-Jun-17 CfTIBANK NY 

34 LONG 50.000,000 fTRAXX XOS17 05Y 20-Jun-17 BNPLDN 

35 LONG 50,000,000 fTRAXXXOS17C5Y 20-Jun.i7 BNPLDN 

36 LONG 65,000,000 fTRAXX XOS17raY 20-Jun-17 CfTlBANKNY' 

^ 37 SHORT -336,0)0.000 fTRAXX MNS09 05Y 20-Jun-13 UBSLDN 

^ 38 LONG 20,000.000 fTRAXX MN S(» 05Y 00-03 20-Jun-13 UBSLDN 

S 39 SHORT •SQ.QOQ, OOP ITRAXX MNS09 10Y 22-100 2Q-Jun-ie BNPLDN 
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DRAFT (5/29/12) 


Daily price testing - Index 


iClO PV Differences with MarklT pricing 


USDFactOfed Credit Spread ODOuole ftikfldtQuole ICEQuote, MetklTSpread WfeirklTFV . W Exceeding 

NoUonar($m^' W>Value(Srn,T9.RiceTVpe. . (LONCIose) (NY^ONOose) , <NY/LQMCtose) Oifferenee aTange($mn) Cap($mn) 


IfU-fflfiEl.klBgEri 


COXGSO910Y 
COX G S09 07Y 
COX G SOS 05Y 
TOAXXMNS09 C»Y 
mV^XXMN SOS 10Y 
fTRAXX MN SCI907Y 


|QQ]| 




BBS^S 

CDXGS18 05Y 

36,639 

(17.58) 

spread 

117,00 



(0.3) 


COX KY 800 05Y 

15,430 

(0.09) 

price 

100.06 

100.11 

100,06 

(77,1) 

7.27 

COXGS17 05Y 

8.338 

(3.66) 

spread 

109.50 

109.42 

109,50 

(0,1) 

0.30 

COX HY SOS OSY 

5,688 

(0.32) 

price 

100.44 

100.53 

1C0,45 

(15.9) 

5.09 

COXHYS11 07Y 

3,703 

(1.16) 

price 

99.25 

99.15 


3.2 ' 

(3.69) 

CQXHYS10OSY 

1,365 

(0.52) 

price 

84.00 

84.13 

94.06 

(3,3) 

1.72 

COXKYS11 05Y 

994 

(0.15) 

price 

101.44 

101.54 

101,48 

(6.5) 

0.99 

COX G SOe 07Y 

434 

(0.09) 

spread 

133.75 

134.26 

135,00 

0.5 

(0.04) 

COXGS16 10Y 

302 

(0.23) 

spread 

143.00 

141,95 

141.88 

(1.1) 

0,25 

COXCS14 10Y 

257 

(0.18) 

spread 

133-00 

132,49 

135.63 

(0,5) 

0,09 

CDXOS1510Y 

(54) 

0.04 

spread 

136.25 

136.35 

137.30 

0,1 

0.00 

COXMYS14 03Y 

(73) 

0,01 

price 

101.81 

101.01 


0,1 

0.00 

COX HY SO0 07Y 

(160) 

0.04 

price 

96.86 

96.99 


(5.6) 

(0.20) 

COX G S07 07Y 

(704) 

o.n 

spread 

137.00 

141.66 


4.9 

0,52 

COXLCOXS10 05Y 

(1.165) 

0.12 

price 

101.50 

101,51 


(1.0) 

(0,12) 

CC!XHYS10 07Y 

(2P49) 

0.56 

price 

101,38 

101,31 


2.3 

1,33 

COXHYS16 05Y 

(6,562) 

2.25 

price 

97.81 

97.67 

97,60 

4.2 

9.36 

aOXHYS17 05Y 

(6,SB7) 

2.49 

price 

95,25 

95.39 

95.34 

(3.S) 

(9.00) 

C0XGS14 05Y 

(7,657) 

2.33 

spread 

83.00 

84.75 

04,32 

1,6 

4.08 

COXHYS10 05Y 

(9.134) 

0,97 

price 

102.06 

102.01 

101,94 

5.1 

4.92 

OOX HY 315 05Y 

(9,618) 

3.00 

price 

99.13 

99.14 

99.23 

(0.4) 

(1.08) 

CDXHYS14 05Y 

(11,977) 

3.33 

price 

10025 

100.25 

100.34 

(0.1) 

(0.23) 

CDXCS15 06Y 

(17,159) 

6.01 

spread 

93.2S 

94.43 

94.13 

1.2 

7.08 

COXGS16 05Y 

(18.229) 

7.19 

spread 

103.50 

103,71 

103.86 

D.2 

1.51 
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DRAFT (5/29/12) 


Daily price testing (confd) - index 




CIO PV Differences with MarkIT pnelng 


rmAXXMNS16C«Y 
!TRAXXMNS15 05Y 
rrRAXXFlNSUBS14 05Y 
rTRAXXFNSUBSieOSY 
frRA>0<XOS17O5Y 
rrRAXXMNSISOTY 
rrRAXxMNSoeioY 
rrRAXX FINSUBS17C6Y 
fTRAXX FINSUB S07 05Y 
rRAXX FWSENS17 0SY 
fTRAXX FINSUB S1505Y 
fTRAXX FWSUB S08C6Y 
fTRAXX FNSUS S12 05Y 
fTRAXX FNSUa S1005Y 
fTRAXX. MNS1610Y 
fTRAXXXOSISOSY 
fTRAXX MNS1510Y 
fTRAXX FINSUB S09D5Y 
rTRAXXMNS1503Y 
ITRAXXXOSieOSY 


(0.30) 

0.05 

(0,07) 

(0.26) 

(0,15) 

(0.43) 

1.31 

0,44 

1,21 

(0,89) 

335 

1.54 

(1,36) 

(0,70) 


(0.26) 

0.04 

(007) 

(0.17) 

(0.06) 

(0,41) 

1,20 

0,34 

0.56 

(0,34) 


(117) 

(436) 

(570) 

(662) 

■:973> 

(1,385) 

(1,661) 


(2,046) 

(2,121) 

(3,522) 

(5,537) 


fTRAXX MN S17 0SY 


J-PMorgan 


CDX G 49.076 (35.23) 

CDXHY (19,302) 10.42 

}pr«acl 

pfica 

117.00 116.68 116.75 -0.3 

94.00 94.13 94.06 ( 3 3) 

11.41 

(34,17) 

fTRAXX MN 35,461 (0.10) 

FTRAXX XO (6.092) 2.02 

•pr«ad 

ST»'ead 

169-44 169.09 169.44 (0,4) 

693,75 694,43 693,75 0.7 

1,37 


s^aad 

169.56 

169.44 

169.58 

(0,1) 

spread 

172.83 

171.94 

172.83 

(0.9) 

spread 

485.00 

487.39 


2.4 

spread 

507.03 

607.18 


0.2 

spread 

693.75 

694.43 

693.75 

0.7 

spread 

192.64 

109.44 


(3.2) 

soread 

210.44 

217.92 


7.5 

spread 

485.00 

462.84 


(2.2) 

spread 

570.00 

464.48 


(105,5) 

spread 

290.00 

288,57 


(1A) 

spread 

501,00 

500,10 


(0.0) 

spread 

427,00 

415.23 


(11,8) 

spread 

463.50 

469.42 


5,9 

spread 

443.00 

445.16 


2.2 

spread 

186.63 

167.59 

186,63 

1,0 

spread 

603.75 

607,13 

606,75 

(IS) 

spread 

192.75 

195.03 

192,75 

2.3 

spread 

420.00 

427.00 


7.0 

spread 

142.64 

140,73 


(1,9) 

spread 

661.25 

060.60 

681,25 

(0.4) 

spread 

169.44 

169.09 

169,44 

(0 4) 


to 
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CiO Quote 
(LONCtosGi 

Adj Tranche ft-icotl 
(bssed on Ref hdert) 

Inilependenk feidexOpread, 
CHioto Change 

MartdTFV 
Change ($ m# 

PJ Brceeding 
Cap(SnTV(i 




(11-18) 

(4.97) 

•3.4 

-34 

{o.n 

1.86 


•2.2 

■22 

(1.') 

0.06 


71.9 

72.2 

(0.7; 

3.16 

1.16 

7.4 

7.7 

(0.7) 

1,23 


29.4 

29.7 

(0,7) 

0,12 


6.1 

6.5 

(1.!) 

(0.42) 


-0.6 

-06 

2,0 

0,00 


63.6 

54,2 

(1.1) 

(1.20) 


-5,9 

-5.7 

(t.1) 

{0,23} 


-2.4 

-2,4 

2.0 

0,31 


0.4 

0.4 

(1.1) 

(0,89) 


lo.e 

10,7 

(0.7) 

(1.8S) 


-2,0 

•2.0 

2,0 

0,02 


15.9 

15.5 

2.0 

11.40 

9.40 

-0.6 

-0,6 

2,0 

0,03 


1.1 

1.2 

(0.7) 

(1,59) 


-1,6 

-1.6 

(i.1) 

(1,11) 


-0.6 

-0.6 

2,0 

0,13 


66.1 

65.5 

1,1 

(7,88) 

(5,68) 

29.1 

30.1 

(0.9) 

1.0S 


7.5 

a.1 

(1.8) 

0.36 


73.2 

73.2 

1.1 

(1.42) 


29.6 

29.6 

1.1 

(0,87) 


•2.3 

-2.2 

(18) 

0.13 


49.0 

51.3 

(1.0) 

0.06 


599.0 

509.7 

1.1 

(0.441 


391.0 

395 3 

(0.9) 

0.17 


290.0 

294.6 

1.1 

(0,10) 


40.4 

40.S 

1.1 

(0,02) 


11.4 

11.7 

(Q.9) 

(0.00) 


26.0 

274 

(1.8) 

(0.01) 


21.1 

21.4 

(0-9) 

(0.29) 


0.3 

OS 

(1.0) 

(0 62) 


175.0 

17B.0 

(0.9) 

(0.24) 


63.1 

634 

(0.9) 

(0.93) 


380 

38.7 

(1.8) 

(11.84) 

(9.84) 
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Daily price testing (confd) - Tranche 







diDI«4<5i^ . 

^Valun($rin4 

FWW.Iftip. ; 

O-^Oos® 

(InccdonRrfbulorcl < 

urtr aunrjr 

a>engo(Sinn) 

■ 











2.7ii 

(0 05; 


105 1 

105 

5.1 

(0,26; 


COX H/ 509 OSY 35-100 

3,051 

(aoi) 

price 

102.8 

102.8 

(15.9) 

0.12 


COX LCDXS10 05Y15-1CO 

2,852 

(0,11^ 

price 

1045 

104.8 

(1.® 

0.10 


COXKYS1QOSY 15-25 

2,033 

(1-20) 

price 

915 

935 

S.1 

(6.07) 

(4.07) 

CDXHYSIQOTY 35-100 

1,452 

(0.19) 


1115 

111.2 

2,3 

(0.44; 


COX Hi" 310 07Y 10-15 

1,330 

(0.3® 

price 

6.4 

8.5 

2,3 

(o.sr 


COX HYS11 MY 15-25 

1,015 

(0.7® 

price 

78.6 

783 

(6.5) 

5.05 

3,05 

CDXHJ-SM 05Y 25-35 

a'5 

(0.01) 

price 

1025 

102.8 

(1S.9) 

0.13 


COX K/ S06 05Y 25-35 

652 

(0-00) 

price 

100.4 

100.3 

(77.1) 

o.o: 


COXHYS10 05Y 25-35 

655 

(0-07) 

l^e 

103,0 

104,1 

5.1 

<o.3S; 


COXHYS110SY 35-lCO 

50£ 

(002) 

price 

107.0 

107.0 

(6.5) 

0,11 


COX W/ 511 05Y 10-15 

405 

(0.18) 

prbe 

13.9 

13.7 

(8.® 

1 20 


C0XK>' S1007Y 15-25 

385 

(0.39) 

price 

56.1 

565 

2.3 

(0,88; 


CDX HY S08 07Y 25-35 

232 

(0.08) 

prlco 

104,3 

104.8 

(S.® 

0,45 


coxier 510 07Y 25-35 

265 

(0.1® 

price 

97,4 

97.6 

2.3 

(0,36; 


OCX HY SUMY 25-35 

250 

(0,05) 

prKe 

1044 

104,3 

(6-® 

0.34 


CQXHYSIOOSY 10-15 

232 

(0,15) 

price 

20,3 

22-1 

5,1 

(o.'m; 


CnX HY SOO CI7Y 15-25 

225 

(0.1® 

price 

64.5 

8S.9 

(5,6) 

1.0S 


COX 10 sor 07Y 07-10 

110 

(0.04) 

upfr!>n!*500 

•4.1 

-4.3 

4.9 

(0,19; 


COXICDXS10 05Y 12-15 

110 

(0.03) 

price 

102.9 

102J 

(1.0) 

o.o: 


COX HY 305 07V 35-100 

10S 

(0.01) 

price 

10S.9 

109.1 

(5.8) 

0.04 


COX CSISOSY 15-100 

ICC 

(0.01) 

up('Ofil+25 

0.2 

0.1 

1.2 

(0,02; 


CDXHY 511 07Y 35-100 

96 

(0-02) 

price 

110.6 

110,7 

3,2 

(O.os; 


COX HY 506 D7Y 10-15 

47 

(0,54) 

price 

32,1 

335 

(5.6) 

0.23 


COXHYS1107Y 10-15 

17 

(O.CW) 

price 

7-1 

7,3 

.3.2 

(o.oi; 


COX HY a07 07Y 15-26 

0 

(0.01) 

price 

92.5 

96.0 

20.9 

<0,13; 


COXHyS07 07Y 35-100 

0 

(0.00) 

price 

106.6 

106.8 

20.9 

(O.DO; 


COX !G 507 07Y 15-30 

r 

0.00 

upffot«+iaO 

-12 

-1.2 

4.9 

0.00 


COX K3 S07 07Y 30-100 

0 

0.00 

upfront»100 

•13 

-1.3 

4.9 

0.00 


COX IQ SOa 07Y 03-07 

0 

0.00 

(jpfmri-^SOO 

6.0 

6.4 

0.5 

o.oc 


CDXIGS08 07Y 07-10 

0 

0.00 

upfronl^SOO 

-54 

-52 

0,5 

0.00 


COX 'iQ 308 07Y 10-15 

0 

(0.0® 

upfroiStlOO 

-0.4 

-0-3 

0,5 

(D.oo; 


COX KS 308 07Y 30-100 

c 

(0.0® 

up4twH+100 

-1.7 

-1.7 

0.5 

(o.oo; 


CDXIGS10O5Y C3-07 

0 

0.00 

upfront >500 

•24 

•2.2 

1-3 

o.oc 


COX IG 310 OSY 07-10 

0 

<0D® 

uprrN^t5(X) 

-4.9 

-4.8 

1-3 

(O.Do; 


cnxHYsii orv 15-25 

(») 

0.02 

price 

51.1 

51 .8 

3.2 

0.07 


CDXHYS09 OSY 10-13 

<71) 

0.06 

price 

31.5 

32.5 

(10.9) 

(0,98; 


CDXHY 308 OSY 35-103 

m 

Q.OO 

price 

1004 

100,3 

(77,1) 

(0.00; 


CaXGSIaOSY 00-C3 

(195, 

066 

opfroiU+SOO 

33.9 

33.7 

1.2 

0.78 


CDXIGS08 07Y 15-30 

P75) 

0.04 

upfrs>r4+100 

-1.9 

-1.8 

0.5 

0.02 


COX HYSOaOSY 10-15 

(812) 

0.15 

prne 

98.6 

95.5 

(77.1) 

(11.47; 

(9,47) 

COXHYSOgo5Y1S-2S 

(1.055) 

0.31 

price 

99.6 

995 

(15,0) 

(4.92; 

(2.92) 

CDXHY 308 MY 1S-25 

(1 ,410) 

0.01 

pirCB 

1002 

100.2 

(77.1) 

(o.5o: 
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DRAFT (5/29/12) 


Daily price testing (cont’d) - Tranche 


CfO PV Differences with MarkIT pricing 











ITRAXXMNS15 07Y 22-100 

2,507 

(0.83) 

spread 

60.5 

6Z0 


(3.2) 

2.m 

0.65 

ITRAXX S15 05Y 22-100 

2,445 

(0.40) 

spread 

41.0 

41.7 


(0.9) 

0.43 


ITRAXX S15 Q3Y 22-100 

376 

(0.02) 

spread 

14.5 

14,3 


(1.9) 

0.03 


ITRa>XX MN SOS ICTf 03-06 

168 

(024) 

uprfront-tSOO 

40.3 

39,4 


7,5 

(1.77) 


ITRAXX Wv SOS 1 0Y 06-03 

25 

(0.11) 

upfront+300 

27.6 

26,9 


7.5 

(0.83) 


ITRAXX NM S1 5 03Y 03-06 

13 

(0.02) 

Ufrffont+5GO 

8.0 

7.8 


(1.9) 

O.C0 


ITRAXX MN SOS 10Y 09-12 

0 

(0.00) 

spread 

812,0 

584.6 


7.5 

(0,02) 


ITRAXX MN S06 10Y 12-22 

0 

(0.02) 

spread 

289.0 

275.7 


7,5 

(0,11) 


ITRAXX IW SOS 1 0Y 22-1 OO 

0 

(0.00) 

spread 

60-9 

56,8 


7,5 

(0.04) 


ITRAXX MN S07 1 0Y OS-09 

0 

(0.00) 

upfront+30C 

27.3 

27,7 


6,1 

(0,02) 


ITRAXX MNSOnOY 09-12 

0 

(O.OG) 

spread 

594.5 

K4.0 


61 

(0,01) 


ITRAXX fvM S07 1 0Y 1 2-22 

0 

(0.00) 

spread 

274.5 

276.1 


6,1 

(0.00) 


ITRAXX MNS071QY 22-1 OQ 

0 

0.00 

spread 

60.4 

61,2 


6,1 

0,01 


ITRAXX !VN SI 5 03Y 00-03 

(88) 

0.16 

upfront +500 

46.1 

45,9 


(1.9) 

(0.31) 


ITRAX>; MN SOS 1 0Y 00-03 

(130) 

0.13 

upfront+500 

74.3 

73.6 


7,5 

0.97 


ITRAXX MNS1 5 07Y 03-06 

(244) 

0.43 

upfront+5CO 

33,5 

34,1 


(3,2) 

(1.37) 


ITRAXX MN SIS 05Y 00-03 

(326) 

0.44 

upfront +600 

60.4 

60.5 


(0,9) 

(0,39) 


ITRAXX.iW81507Y 00-03 

(370) 

0.42 

upfronS+SOC 

66.1 

65,5 


':3 2) 

(1 34) 


By Family 




Change due to the OnTRSY Index 



10.57 


CDX HY 

14,226 

(3.43) 

price 

94.0 

94.1 

94.1 

(i.i) 



COXG 

(6,987) 

5.84 

spread 

117.0 

116.7 

116.8 

(0 3) 

(1,89) 


ITRAXX MN 

45,352 

(3.47) 

spread 

169.4 

169.1 

169 4 

(0,4) 

1.22 
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DRAFT (5/29/12) 


Volume and activity update 


I DTCC wecKly information I 

Series 

Gross notional ($mm) 

Wee kly a di yi ty ($m m ) 

%ofnotio 

nai traded 

Untrancbed 

Tranched 

Untranched 

Tranched 

Untranched 

Tranched 

CDXiG SQ9 

818,052 

557,484 

31,954 

7,051 

3.90% 

1,41% 

iTraxx MN S09 

616,550 

522,199 

17,076 

12,705 

2.77% 

2.43% 

CDXlGSie 

390,000 

N/A 

221,241 

N/A 

56.73% 

N/A 

ilrQXxMN S16 

292,720 

N/A 

7,532 

N/A 

2.57% 

N/A 

iTraxx MNS17 

351,346 

N/A 

197,567 

N/A 

56.23% 

N/A 

COXiG S17 

239,782 

2,100 

19,678 

137 

8.21% 

6,50% 

CDX IG S16 

178,415 

N/A 

897 

N/A 

0.39% 

N/A 

CDXiG S15 

174,828 

8.303 

866 

N/A 

0.50% 

N/A 

CDXHYS17 

72,421 

550 

4,924 

N/A 

6.90% 

N/A 

CDXHYS10 

71,049 

45,217 

722 

130 

1,02% 

0,29% 

iTrawXOSIS 

63,820 

N/A 

1,110 

N/A 

1,74% 

N/A 

iTraxx XOS17 

72.023 

N/A 

47.157 

N/A 

65.48% 

N/A 

CDXHY S09 

52,839 

34,355 

673 

40 

1,27% 

0,12% 

iTraxx FinSub S17 

25,771 

N/A 

4,904 

N/A 

19,03% 

N/A 


Source; DTCC (week ending 5/10/12) 
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SYNTHETIC CREDIT DAILY RIS 


May 16. 2012 


r 

a 

7 . 
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Executive summary 


DRAFT (5/16/12) 


5/16/2012 5/15/2012 WTD Since 4/30 
45,661 (75,162) (35B.636) (1,480.601) 


Long credit nsk (10% CSW, $mm) 


Potifoiio Net Since % Chg, 

CSW10% Tfatiing lengthening change 30-Apr 30-/^f 


Summary commentary 


B New trades reduced risk in 1 D%CSW terms by $43mm (new trede acli%ity only, 
does not include changes due to market moves) 

a New trade activity: sold €4.9bn iTraxx OTR Syr; bought $30&nm CDX HY 5y 
B PAL +$45nim - Driven by ouSperformance of CDX iG S9 ir\ US and short dated 
S9 equity tranches, on Greece/Heilenic Telecom fears 

a Compression P&L +$32mm (IG vs, HY) — Europe losses more than offset by 
US gains on COXHY underperformance 
a VAR over limit (S174mrn vs. 51S0mm) 


Representative trade P&L ($mm) 


15May (247.0) 

2,6 (17.3) 

(15.2) 

45.7 

(15.6%) 






30-A3r (292.6) 

172-4 (126.7) 

45.7 

0.0 

- 

Spread (bps) 

CS01 

Spread 

P&L 






5/15 5/16 

($mm) 

change 

(SOOOs) 

Coitaiteral ($mm) 




HU 

CDXIG SOS trade 

Directionality 



(49,390) 


Das ertption 


Current Prior day 

On/Off the run 



55,206 

Total (CIO - counterparty) 


$152 

$156 

Curve 



(12,716) 

Largest counterparty 

Deustche Bank 


110 

22 

Total CDX IGSOg trade (A) 



(6.812) 


Largest instrument COX HY SOB 05Y 10-1 5 


I Glidepath - Phase 1 


Action.;'::.,''-." _ 

Reduce directorelity 


Reduce compree&onhsk 


Reduce baastrades across 
existing irver^ery 


Roll partially ijquid CJTRinctexto 
more iiqudon-the-ar 


Target 

a Sell $11 Own 10% CSW IG 
in US and El/ ope 
•’ $60mm 10%CSWin US 
a SetlSl1.5bnlG 
D Duy$3bnHY 
a Biy€3.7tnofiTraxxFirSub 
■ Sel!^9bniTraxxXO 
a Corwett€18.4bnof ITraxx 
MNS16toS17 


Actiieved 

{5136mmj 

S2Abn/)0//or)a/ 


iTraxxSOB trade 
Directionaiity 
On/Off tha run 

Curve 

Total maxx S09 trade (B) 


Inv Grade vs HY (US) 






Long: CDXIG S1705Y 

110 

111 

(3.6) 

1,357 

(4,942) 

Long: CDXIG S18 05Y 

116 

117 

(5.6) 

1.476 

(0,305) 

Short: CDXHYS1705Y 

638 

652 

2.7 

13.988 

37,502 

Subtotal 





24,255 

Inv Grade vs HY (Europe 






Long; ITRAXX MN SI 6 05Y 

173 

175 

(6.6) 

3.230 

(21,352) 

Short: ITRAXX MNS17 05Y 

174 

176 

3.5 

2.611 

9,136 

Short: ITRAXX XO 316 05Y 

701 

702 

2.1 

0.315 

1,701 

Subtotal 





(10,514) 

Total IG vs. HY{C) 





13,741 


a increased iTraxx MN 17 5y short risk outright tiy €4.9bn 
a Reduced CDX HYS16 5youtrightby$1C0mm 
a Reduced CDX HY 517 5y outright by $200mm 

INTERNAL USE ONLY^ Expected today 


Tranche 

ITRAXX Syr 0-3 vs. 10y22-10D 
CDXHY Syr 10-15 vs. 15-25 

Total Tranche (D) 

‘Total selected trades (A+^C+D) . 


30,175 

2,022 

32-197 

7,611 1 
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DRAFT (5/16/12) 


Risk and market summary 


Ki&k siiimnaty' 



Notiop.a! ($mm) 

CS01 

1 0% C3W 

Change in CSW 
5/14/12 

4/30/1 2 

CDX iG 

53,198 

(32) 

(540) 

(4) 

(41) 

CDXHY 

(1,909) 

6 

484 

2 

24 

ITRAXXMN 

73,853 

(16) 

(366) 

(15) 

41 

ITRAXXXO 

5,131 

3 

191 

2 

4 

CDX LCDX 

(13,229) 

0 

(0) 

(1) 

0 

ITRA>CXFiNSEN 

0 

0 

3 

0 

g 

iTRAXXFiNSUB 

(2.861) 

(0) 

(17) 

(0) 

8 

SOVXWE 

0 

0 

0 

0 

0 

Total 

114,164 

(38) 

(247) 

(15) 

46 

Memo: CDX IG S09 

82.460 

(46) 

(656) 

(5) 

(112) 


[Market summary* 






Spread 


Qasia to Theoretical (bps spd) 


5/16/12 

5/15/12 

5/14/12 

4/30/12 

3/30/12 

5/14/12 

1 week 

1 month 

CDXIG 

S185yr 

119.0 

117.6 

114.5 

94.7 

91-5 

1.3 

2,8 

3,2 


S9 5yr 

83.8 

83.8 

82.0 

68,1 

70,8 

(12.6) 

(4.3) 

(8,9) 


89 lOyr 

149,7 

148,3 

147.0 

119.4 

113.1 

(2.6) 

0.3 

7,0 

CDXHY 

S186yr 

687.0 

672.0 

655.0 

579.7 

678.0 

40,6 

27.8 

20,1 

iTrao! Main 

S17 5'/r 

177.7 

174.0 

168.6 

140.5 

125,0 

4.5 

67 

6.6 


S910yr 

211.7 

213.5 

206.1 

170.5 

151.0 

(2-6) 

13.5 

9.6 

iTraxxXover 

SI 7 5)4 

741.6 

733.0 

716.0 

650.0 

513.0 

27.5 

2.5 

2.5 


’ TBU-labfe shov/n includes notional and risk factors for both indices and tranches combined 

2 Estimated based on and of day levels, may fluctuate based on end-of-day trading and volatility. Data feed not provided for 
cob 5/16/12, Sourced from Dloombe^. 
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DRAFT (5/1 6/1 2) 


Notional overview 


I 


Notional (Smm) 


Otiief IG vs High Yield Notiona} 

other iG (22,9621 

High Yield (20,369) 


Commentary 


ffl Risks: Directional, cun/e, off-the run, forward default exposure 
when IG S 09 5 yrs matures in December 201 2, 

» Contributes to IG vs, HY position as well 
e Glidepath Target 

a Reduce directionality: Sell S1 1 0CSW1 0% IG in US and 
Europe ([$l3Bmm] achieved, $28bn notiona!) 

E Sell $11, 5bn IG ($8, 5bn achieved) 
a Buy S3bn HY (SSOOmm achieved) 



NofionsI 





1 iTroxxMdiiiVS. 

40,963 

(6,804) 




specifiod ratio 






a S9!l€2.0bnlTrexxXO(€60mm) 

S3 Convert €1 8.4bn iTraxx MN S16 to S17 [(€1.6bn)] 


Total 

EquiV 

Mezz 

Seriiof 


HY 

iTraxx 

(5.040) 

(22.400) 

(360) 

17,769 

36,395 

(1,355) 

(3.570) 

(19S) 

4,291 

(3.230) 

(33,020) 

(18.560) 

(265) 

4.183 

440 

20,435 

(270) 

100 

9,295 

39,185 

Europe 


Long 

Short 




1 Other 

1 , 

2,661 

4,075 

(4,649) 

(1,688) 



h senior tranches 






ta Flatteneron FinSub/delta hedged long-super senior on LCDX 

a Glidepath fargef: Buy $3.5bn of iTraxx FinSub (■€400mm) 

. CDXIGS09 05Y 

CDXiG S09 07V 

V^'Vr ‘ y ‘ CDXIG S09 10Y 

Notional 

(32,723) 

34,193 

80.989 
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Curve exposure (investment Grade CDX and iTraxx Series 9) 


DRAFT (5/16/12) 


Risk depiction 


Curve exposure detair(10% CSW, $mm) 


i 


Dally ($Q0Q) 


I 


300 

200 

100 

O: 

(100) 

QOO) 

(300) 

(BOO) 

(7005 


nil 


Above P&L based on an indicative attribution 
model and may not match representative 
trade PSd. estimation 


Long.iisK: 


5 Our curve risk arises from the portfolio 
being short risk in lesser maturities (Pre 
Dec 2016) and long risk in greater 
maturities (post Dec 2016) 

H Our exposure to this is approximately 
$9rrimm loss per bp in steepening in IG9 
with a forward long ofS33mm 


2 2'3 2 ^ S S S R.5^ ? 


Notional ($bn) PV 10%CSW{$mm) 350 


5/tOyr [• ICO 


Malunty Current Della Adj. (Smrn) Spot Day Chg, 
Dec- ‘12 ($33) ($143) $455 $72 $1.9 

Dec. '17 81 90 (3,438) (611) (6.1) 

Net 


(662) 


(4.2) 



Sep-07 Sep-08 Sep-09 Sep-lO Sep-ll 
(Smm) Dec '12 Dec'17 Slope Hs. Loss His, Gain 

76bps (75bps) 


CS01 

Spread 


$6,6 ($42,1) ($50,7) 

eSbps ISObps SSips 


Maturity Current Della Adj. 


PV l0%CSW{$mfn) 
(Smm) Spot DayChg, 


Jun.’13 
Jun. '18 


(€30) $1,613 $76 
27 (2,217) (373) 
Net (449) 


($0.1) 

(11.5) 




-a2O0 

£1.* 


..Sep-07 Sep-00 Sep-03 Sep-lO Sep-ll' 

{Irrm) Dec *12 Dec'17 Slope Hs. Loss His. Gain 


(mm) 

Dec, '12 

Dec,'17 

Notional 

($32,723) 

$60,999 

Volumes 

IWoekTota! 

8,595 

12,259 

IM Daily Avg, 

2,117 

1,309 

Since 4/30 

30,830 

18,619 

Days to Liquidation 

77 

309 

(20% daily avg. vol.) 

(mm) 

Jun, '13 

Jun. '16 

Notional 

€16,912 

€12,985 

Volumes 

1 WeeKTotal 

10,000 

2,383 

1M Daily Avg. 

665 

218 

Since 4/30 

14,107 

2,881 

Days to Liquidation 

90 

297 

(20% daily avg. vol.) 


CS01 55.3 ($17.8) ($23) 

Spread 15Bbps 214bps SSbps 


(5150) $2,072 
63bps {34bps) 


' PV represents balance sheet carrying value 
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Investment Grade vs. High Yield (Compression) 






ij'J 


^ iuii 1‘xpu ,>Liiu del III 

Decorripression 10%CSW 

Smm 

CDXIG 

(548) 

CDXHY/LCDX 

404 

ITRAXX MN/FINSEN/SOVX 

(350) 

tTRAXXXO/FIN SUB 

174 


($mm) 

CDXIG 

(S17/S18) 

CDXHY 

(S17) 

Maturity 

3/21/2017 

12/20/2016 

Notional 

$20,110 

($7,771) 

CS01 

(9.3) 

2,7 

10% CSW 

(104.5) 

1670 

CSW10% Chanae 

Close of Day 

(1.3) 

1.7 

Close of Week 

5,2 

7.2 

Since A^rii 30 

21 ,6 

5.0 


($mm except 
notional) 

ITraxx MN 
(S16/S17) 

iTraxxXO 

(316) 

Maturity 

3/21/2017 

12/20/2016 

Notionai 

€6,466 

(€5.017) 

CS01 

(3.1) 

2.1 

10% CSW 

(53.6) 

143.2 

CSW10% Change 
Close of Day 

1.2 

1.2 

Close of Week 

83.3 

3.7 

Since 4pril 30 

110.8 

(1.7) 


1 Exposure & P&L 1 

P&L (SOOOs) 

Daily 

WTD 

Since 

4/30 

Compression 

31,881 

(86,969) 

(318 

,401) 

CDXiQvs. HY 

67.709 

38,305 

(50 

,220) 

iTraxxMN vs.XO 

(37.092) 

(133,624) 

(291 

,234) 

Other 

1.264 

8,351 

23 

,025 


Above P&L based on an indicative attribution 
model and may not match representative 
trade P&L estimation 



Current Hiatorical 

(Smm) CSQ1 Spread Loss Gain 

1G(S17/S18) (9,3) 117 

HY(S17) 2,7 660 ($569,4) $1,070,9 

IG vs. HY ratio S.QIx 4,00x 9.23x 



Current Historical 

($mm) CS01 Spread Loss Gain 

MN (316/517) (3H) 174 

XO(S16) 2.1 733 (S230-5) £2,131.7 

MNvs.XOratio 4.21x 3.58x 10,08x 


DRAFT (5/16/12) 



a We are long Investment Grade and Short 
High Yield such that we lose if High Yield 
vridens (narrows) less (more) than a ratio of 
5;1 to Investment Grade 


(Smm) 

CDXIG 

(S17/S18) 

CDXHY 

(S17) 

Notional 

Volumes 

$20,110 

($7,771) 

IWeek Total 

135,647 

15,499 

1M Daily Avg, 

15,717 

2,290 

Since 4/30 

223,134 

30,403 

Days to Liquidation 
(20% de;7ysvg. vol.) 

6 

17 


(€mm) 

ITraxx MN 
(S16/S17) 

iTrawXO 

(S16) 

No^onal 

€6,456 

(€5,017) 

Volumes 



IWeek Total 

85,018 

24,902 

1M Daily Avg. 

11,136 

3,651 

Since 4/30 

142,730 

46,934 

Days to Liquidation 

3 

7 

(20% daily avg. vol.) 
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DRAFT (5/16/12) 


Off-the-run index risk 





Ri9k dopjcti 


Notional ($bn) PV CSQ1 ($mm) 
Current Delta Ajj- (Sfnm) Spot DayChg. 


CDXIG9 

80,989 

89,851 

(3,438) 

(42) 

0.2 

iTraw S9 

17,179 

36,085 

(2,217) 

(18) 

0.2 

Total 

98,168 

125.935 

(5.356) 

(60) 

04 


($mm) 

IG9 lOyr 

IG18 5>t 

CS01 

(42.1) 

(5,6) 

Channe 

Close of Day 

0.2 

0.0 

Close of Week 

2,1 

1.4 

Since April 30 

3.0 

2.9 


(Smm) 

MN S9 lOyr 

Nt'JS17 5yf 

CS01 

(17.8) 

3.5 

Chanae 

Close of Day 

0,2 

0.1 

Close of Week 

0.9 

5.5 

Since Aoril 30 

1.5 

7,4 


Daily($OOQs) WTO Since 4/30 
(46,241) (29,629) (94,701) 

Above P&L based on an Indicative attribution 
model and may not match representative 
trade P&L estimation 




S3 This refers to the risk that we hold large, 
concentrated positions in off-the-run indices in 
iG CDX and iTraxx 


($mm) 

IG9 10yr 

IG 18 5yr 

Notional 

Volumes 

$80,989 

$11,772 

IWeek Total 

12,259 

135,647 

IMDailyAvg. 

1,3C9 

15,717 

Since 4/30 

16,619 

223,134 

Days to Liquidation 
(20% daily evg. vol.) 

309 

4 


{€fnm) 

MN S9 lOyr 

MNS17 5yr 

Notional 

Volumes 

€17,179 

(€8,033) 

IWeekTota! 

2,383 

56,015 

IMDailyAvg, 

218 

11,136 

Since 4/30 

2,B61 

142,730 

Days to Liquidation 
{20% daily avg. vol.) 

393 

4 


’ PV represents balance sheet rarryir^ value 
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Directionality 





12/31/11 4/30/12 5/15/12 



INTERNAL USE ONLY 



Dally ($000s) WTD Since 4/30 

(15.427) (116.669) (356,166) 


Above P&L based on an indicative attribution 
model and may not match representative 
trade P&L estimation 



0 A . . ^ , 

Sep-07 Sep-Oa Sep-09 Sep-10 Sep-ll 


12/31/11 4/3 C/1 2 5/15/12 

120 95 117 



0 J , — , — , 

Sep-07 Sep-OB Sep-09 Sep-10 Sep-11 


12/31/11 4/30/12 5/15/12 

173 141 174 
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DRAFT (5/1 6/12) 


Tranche Risk 






&S 

m 


i 


’ GorrelatFon 1 0%i$hift^ 


Irdex name 

Tranches 

Total 

CDXIG Junior 

0-30% 

112 

CDXIG Super Senior 

30-100% 

(131) 

CDXIG Total 


(19) 

CDXHY Junior 

0-35% 

25 

CDXHY Super Senior 

35-100% 

0 

CDXHY Total 


33 

iTraxx Junior 

0-22% 

(32) 

iTraxx Super Senior 

22-100% 

(145) 

iTraxx Total 


(176) 

<^and total 


(182) 


Long IG9 

Short 


Super Sr, 10yr 

0-30 

10% Corr 01 

(15) 

25 

Chan;;e 



Week To Date 

TBU 

TBU 

Since April 30 

TBU 

TBU 



Long iTraxx 9 
Super 10^ 

Short 

0-22 

10% Corr 01 

(15) 

11 

Change 



WeekTo Date 

TBU 

TBU 

Since April 30 

TBU 

TBU 



Above P&L based on an indicative attribution 
model and may not match representative 
trade P&L estimation 


Graphs of 10% correlation shift 

Theoretical max gain/loss based on 10% 
Corr and Spread graph 


CIO Vol traded since Apr 30"’ 
Implied Daily, weekly P/L 


• Correialion data as erf COB 4/4 
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DRAFT (5/16/12) 


Default profile 


Total oxposure 


Portfolio 

#of 

names 

# Names 
w/ defeult 

loss risk 

P&L given 
default 

# Names 

w/ default 

P&L given 
default 

Avg. Max 

gain risk 

Avg. 

Max. 

Portfolio (today) 

675 

61 

($31) ($135) 

614 

S141 

$626 

Portfolio Cposf Doc. '12) 

672 

213 

(306) (696) 

459 

121 

620 

1G9 only (today) 

121 

0 

0 0 

121 

213 

460 

IG9 only (post DSC. '12) 

121 i 

121 

(508) (696) 

0 

0 

0 


Tqp'5;B)i(>&sures ' 


P 

r;" 


Loss 

Pre December2012 ($mm) 

Post Decern Per 201 2 

($mm) 

Gajn' "" 

Pie December 2012 

($mm) 

PostDecember2012 

1^/ T 

($inm) 

T 

L-3Communi cations 

(184,9) 

1. VWeth Lie 

(695.6) 

1, R.R. Donnelley & Sons 

467.9 

1. BrunswiokCorporation 

269,5 


Corporation 




Company 




2 

Celestica Inc. 

(169.0) 

2. Comcast Cable 

(694.0) 

2, Radian Group Inc, 

409,0 

2. The New York Times 

259.6 




Communications, Lie 




Company 


3. 

Allied Waste North America 

, (152.9) 

3. Rohm And Haae 

(684.0) 

3, LizCiaiborne, Inc. 

405,7 

3, TheTjxCompanies, 

238.0 


Inc. 


Company 




Inc, 


A. 

Fairfax Financial Holdings 

(1497) 

4. Rio Tinto Acanlnc. 

(680,0) 

4. GanrieStCo.. inc. 

401,7 

4. Dean Foods Company 

237,9 


Limited 








5. 

H, J. Heinz Company 

(100.1) 

5. Wells Fargo & 

(653.2) 

5. Belo Corp, 

395,1 

5, Temple-lniand Inc, 

225.7 




Company 






Pre June 2013 

($mm) 

Post June 2013 

($mm)- 

Pre June 2013 

($mm) 

Post June 2013 

($mm) 

1- 

Sabmiiler Pic 

(34.1) 

1. SabmillerPlc 

(34.1) 

1. Gas Natural Sdg, S.A 

626.0 

1. Gas Natural Sdg. S.A 

626,0 

2. 

Stato!) Asa 

(34.0) 

2. StatoilAsa 

(34.0) 

2. GdfSuez 

555.0 

2. GdfSuez 

555.0 

3. 

Royal Dutch Shell Pic 

(34.0) 

3, Royal Dutch Shell Pic 

(34,0) 

3, Unicredit, Societa Per 

476,3 

3. Edp - Energias De 

473. S 






Aaoni 


Portugal, S.A 


4. 

British Sky Broadcasting 

(337) 

4, British Sky 

(33.7) 

4. Edp - Energias De 

473.9 

4. Portugal Telecom 

471,5 


Group Pic 


Broadcasting Group Pic 

Portugal, S.A 


Internalicnal Finance 
B.V. 


5. 

Teiofooaktiebolaget L M 

(32.6) 

5. TelefonakSebolaget L M (32.6) 

5. Portugal Telecom 

471.5 

5. Banca Monte Dei 

437.6 


Internafionai Finance 
B.V. 


Paschi Di Siena S.P.A 
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Limits 


/Summary , 


Usage 

5/15/12 

Synthetic 

Limit 

Limit (Smm) 

Usage 

5/15/12 

Synthetic 

Limit 

CS01 Unadjusted 



VaR 

174.0 

160.0 

CDX.HY 

7.8 

8.6 




CDXLCDX 

0.0 

1.6 

Com pression 



CDKIG 

(32.2) 

39.4 

US Compression Limit 

484.3 

496 0 

tTraXxMN 

(16.1) 

23.7 

EUR Com pression Limit 

174.5 

228.0 

tTraxxXO 

2.8 

3.3 




iTraxx Firsub 

(0.3) 

0,6 

Tranche Limits 



iTraxxFinsen 

0.3 

0.5 

10%Corr Shift 

(162.2) 

175 0 

CSW10% 



S{cepen10% 



CDXHY 

484.3 

495.0 

CDXHY 

(62.2) 

64 0 

CDXLCDX 

(0.0) 

0.1 

CDXLCDX 

0.0 

OS 

CDXiG 

(548.0) 

549.0 

CDXIG 

(446,1) 

436,0 

iTrawt MN 

(366.0) 

434.0 

iTraxx MN 

(207.9) 

265,0 

iTraxx XO 

191.0 

201.0 

iTraxxXO 

61,2 

65,0 

iTraxx Finsub 

(16-5) 

27.0 

iTraxx Finsub 

(25,3) 

30,0 

iTraw< Finsen 

8,3 

12,0 

ITraxxFinsen 

4.1 

6.0 

Large index Notionais 






CDXIG.9.7Y 

34.2 

34.2 




CDXIG.9.10Y 

81.0 

81.0 




iTraxx S9 7Y 

5.4 

5.4 




iTraxx S9 10Y 

13.0 

13.0 
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Differences summary 


DRAFT (5/16/12) 


I ClOCrcdtt Coiiaterai differences 


r < untrrpiily (Smtii) 


Uv niblKJ.iitiU Z'^tiim) 


Counterparty 

Surn of 

MTM 

Sum of CP 

MTM 

Sum of MTM 

Diff 

hstrumerd 

Sum of MTM 

Sum of CP 

MTM Sum of MTM Ctff 

CA 

(30) 

(31) 

1 

CDX IG S09 10Y 00-03 

(1 ,395) 

(1,395) 

(0) 

BBVASA 

(0) 

(0) 

(0) 

iTRAXX MN 506 ICY 06-09 

57 

68 

(11) 

8NPP 

399 

397 

2 

CDX HY S09 05Y 15-25 

(6) 

(7) 

1 

30A 

58 

53 

5 

CDXHY SOeOSY 10-15 

35 

10 

18 

SFLC 

(50) 

(55) 

(4) 

ITRAXX MN S09 10Y 22-100 

(581) 

(565) 

4 

CHKAG 

(1) 

(1) 

0 

CDX KS S09 05Y 00-03 

430 

422 

8 

CGML 

(6) 

(7) 

0 

CDXIG SIS 05Y 

26 

29 

(3) 

cm ^ 

(202) 

(294) 

12 

CDXIG SOg 10Y 10-15 

200 

197 

3 

CSI 

(201) 

(207) 

6 

CDX HY Sl'1 07Y 

(3) 

(21) 

18 

CSX ^ 

(53) 

(56) 

4 

CDX IGS0910Y 15-30 

10 

19 

(1) 

OBKAG 

527 

417 

110 

Other 

1,691 

1,575 

ilS 

GSI 

(4) 

(25) 

21 

Total 

493 

341 

152 

HSBCEU 

16 

16 

0 





HSBCUS 

(7) 

(11) 

4 





ML! j 

5 

5 

(0) 





MSCS 

163 

156 

7 





MSIL 

(BO) 

(87) 

(2) 





NO MURA IP 

124 

119 

5 





RBSR.C 

100 

104 

(4) 





SGCB 

(50) 

(26) 

(24) 





'J6SAG 

(110) 

(126) 

8 





Total 

493 

341 

152 






I GIOPV Differences with MarkIT pricing 


"Tranche ($mmj’ 

WbfkfTFV Pk/E<ce«l»ig 

Change Cap^ 

Series 09 Mex (61.1) (41.3) Series 09 Index 

Olher Index ^ 1 3Z3 Other index 

Subtotal (21.0) (8.9) Subtotal 


Pricing toIeranceT 




MarkfT PJ Exceeding 
Chanae Cap' 

sio iXe” 

(59.4) (36.9) 

(50.4) (23,1)~ 


Index-IG Vsbps 
index -HY 1bps 
Tranche $2nvT 


Position Independent 

Type • Source 

Vsbps MarUt 


Source Notes ■ ■ ■ 

WarUt Aggregate max,; $50mm 

Markt A^regate max.: $£Omrn 

Dealer quotes Per poalion 


By Family 
CDXIG 
CDXHY 
ITRAXXXO 
ITRAXXMN 
Chg.in OnTRSY 


By Fanily 
COXIG 
COXHY 
rfRAXXMW 
Chg. due to OnTR 5Y 


^ I INTERNAL USE ONLY Note; As of 5f1 5/1 2 11 

' ’ Negative numberimpfiesmarHsare too low -P&L adjusted upvrard to cap; Positive number 

implies marks are too high - P&L reduced to cap 
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DRAFT (5/16/1 2) 


Summary of Synthetic Credit Book risk factors 

Pricing to. equilibrium; In addition to'belovy risk factors, some indices wiii lose value as they move from richness to fairness 


s Synthetic credit book exposed to six risk factors .- Each factor represents a directional exposure 
In the short-to-medium term, these exposures can be partially mitigated - But not eliminated 


1. Credit spread widening 

(Directionaiity) 

2. Maturity mismatch 

(Curve) 


3. High Yield vs. Investment 
Grade 


4. Illiquidity of older Indices / 
Tranches 

(On-the-Run vs. Off-the-Run) 


Description of when position loses money v 


aa If credit spreads widen across markets 


! If credit spreads of long-maturity positions get wider 
relative to short-maturity positions 

5 If high yield positions outperform investment grade 
positions relative to their portfolio weighting 


n If credit spreads of the older Index (the "off-the-run” index) 
widen relative to more-recently issued indices (the more “on 
the run" indices) 


5. "Super senior" debt vs. @ If there is an increase in the correlation implied between 

“equity” positions (Tranches) defaults among names within the tranches 


6. Default risk 

(Risk on individual names) 


INTERNAL USE ONLY 


I If credit events happen to companies for which we have 
"sold protection” 


Est total diversified 95% loss potential 


■■ 


$1, 110mm 


150mm 


1,060mm 


770mm 


490mm 


291mm 


$1, 820mm 

J.RMorgan 
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DRAFT (5/16/12) 


Synthetic Credit risk factors details 


1 Sensitivity analysis 1 

Scenario 

Sigma : 

Loss($mm) 

90.0% percentile 

1.28 

1,460 

1 96.0% percentile 

1.64 

1,820 1 

97.5% percentile 

1.96 

2,140 

99.9% percentile 

3.09 

3,300 

Downside Case A^ 

N/A 

3,871 

Downside Case 

N/A 

6,655 


Assumptions behinci analysis 


w Credit spread widening (Directionality) - Net directional loss estimate assumes correlation based on lyr data 
E5 Maturity mismatch (Curve) 

H Volatility measured as relative movement of longer maturity spread vs. shorter maturity spread adjusted for overall drift 
a Combined across asset classes assuming zero correlation 


68 High Yield vs. Investment Grade 

B Volatility based on relative spread movement netted for overall dii^ctionality 
o Assumes zero correlation between these differences for US and Europe 

£8 illiquidity of older Indices/Tranches (On-the-run/Off-the run risk) 

B Series 9 is assumed as the off-the-run position 
m Risks are combined assuming zero correlation 

a “Super senior” debt vs, “equity” positions (Tranches) - Risk factor based on extreme movements of correlation as seen 
during the credit crisis 

s Default risk (Risk on individual names) - Exposure based on comprehensive simulation of default risk using capita! model 


a Diversified sum - All above risk measures combined assuming zero correlation 

' Diversified sum of 95.0% perceniile; ^ Diversified sim of 99.9% pwcertile 
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Agenda 


I 



s Daily tradGS (May 16, 2012) 
a Synthetic credit risk overview 
s Daily price testing - Index 
fs Daily price testing - T ranche 
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DRAFT (5/16/12) 


Traded Traded FYevCay Prev Day Closing Qoslng 
Rice Spread Price spread Rice spread 

180.00 175.13 177.75 • 

179.75 175.13 177.75 

179.50 175,13 177.75 

179.36 175.13 177.75 

161.00 175,13 177.75 

180.00 175,13 177,75 

179.75 175.13 177 75 

100.00 175,13 177,75 

160.50 175,13 177,76 

180.25 175,13 177.75 

180.00 175,13 177.75 

180.50 175,13 177,75 

180.25 175,13 177.75 

96,(53 97,19 96,75 

94,25 94,81 94,31 

94.19 94.61 94.31 
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DRAFT (5/16/12) 


Daily price testing - Index 


CIO P7 Diffarences MarM T pnc ng 


COB;20t2-05-15 







Total lndexf~ 

(20.06)1 

(8,93|| 


USD Factored 

Creci Spread 


Quote 

^‘brk.‘t Quote 

ICE Quote 

MarkfT Spread 

fvterkITFV 

PY Exceeding 

Produc! 

Notional (S nm) 

BP Value ($ mm) 

FYioe Type 

(LON dose) 

(NY/LONOose) (NY /LON Close) 

D'fference 

Change {$ mm) 

Cap {$ mm) 

Series 09 Index 







Cl 

ieToTTF" 


CDX IG S09 1 0Y 

78.397 

(39.73) 

spread 

140.3 

149.5 

148.3 

1.2 

(40.74) 

(25,86) 

CDX IG S09 07Y 

33.099 

(8.40) 

spread 

114,3 

113,3 

114.4 

(0.6) 

5.20 

1.00 

CDX1GS09 05Y 

(31.675) 

1-92 

spread 

03,8 

84.1 

04.3 

0.4 

0.75 


fTRAXX MN 509 CSV 

21,607 

(2.37) 

spread 

153.1 

156,9 

153.1 

3.G 

(8,93) 

(7.74) 

rtRAXX NAN SOS 10Y 

16,589 

(8.88) 

spread 

212,6 

213,0 

212.6 

1,1 

(10,00) 

(5,64) 

ITRAXX MN SOS 07Y 

6,035 

(Z02) 

spread 

190.1 

109.8 


(0-4) 

0,73 


Other Index 







c 


32.34 i 

CDX HY S05 05Y 

15,430 

(0.15) 

price 

100.1 

100.1 

100.1 

(54,4) 

8.36 

8,22 

CDX IQ SI 8 05Y 

11,772 

(5.69) 

spread 

115,8 

117,3 

117,4 

1.6 

(8.66) 

(6,01) 

CDXIGS1705Y 

0,338 

(3.63) 

spread 

109.6 

111,2 

111.0 

1,5 

(5.64) 

(3.80) 

CDX HY SOS 05Y 

5.606 

(0.34) 

price 

. 100.5 

100,4 

100,4 

11,6 

(3,97) 

(3.63) 

CDXHY S11 07Y 

3,703 

(1.17) 

price 

99.1 

93.7 


14,1 

(16,47) 

(15.30) 

CDXHY S11 05Y 

S94 

(0.16) 

price 

101.6 

101,3 

101.2 

23,5 

(3.67) 

(3.52) 

CDX IG SOS 07Y 

434 

(0.09) 

spread 

160.3 

131,7 

130,5 

(20,5) 

2,60 

2,46 

CDXIG S1610Y 

302 

(0.23) 

spread 

139.4 

140.4 

140.5 

1,0 

(0.23) 

(0,12) 

CDXIGS1410Y 

257 

(0.18) 

spread 

120.3 

129,4 

130.2 

0,6 

(0,11) 

(0,02) 

CDXIGS1510Y 

(54) 

0.04 

spread 

130.3 

134.1 

133.6 

3.8 

0.16 

0.14 

CDX HY S1 4 03Y 

(73) 

0.01 

price 

102.0 

101 -3 


67.1 

0,54 

0,53 

CDX HY -SOS 07Y 

(100) 

0.04 

price 

93.6 

9S.8 


(1,4) 

(0,05) 

(0,01) 

CDXHY SISDSY 

(500) 

0.19 

price 

93.6 

93.1 

93.1 

10,2 

1.96 

1,77 

CDX IG 507 07Y 

(704) 

0.11 

spread 

122-3 

141.5 


19.3 

2.14 

2.09 

CDXLCDX510 05Y 

(1.165) 

0.13 

price 

101.0 

101.6 


17.3 

2.24 

2,18 

CDXHY SI 0 07Y 

(2.040) 

0.59 

price 

101.3 

100.9 


13.1 

7.68 

7.09 

CDXhfYSieoSY 

(6,756) 

2.31 

price 

97.2 

97.0 

96.9 

4.8 

11.10 

8.79 

CDXHY S1705Y 

(7,537) 

Z72 

price 

94.8 

94.5 

94,5 

8.7 

23.67 

20.95 

CDX IG S14 05Y 

(7,657) 

Z35 

spread 

68.3 

^.5 

90,3 

1.2 

2.92 

1,74 

CDX HY S10 05Y 

(3,134) 

1.00 

price 

101.9 

101.9 

101,7 

4.1 

4.07 

3,07 

CDXHY S15 05Y 

(9.618) 

3.01 

price 

98.7 

90.5 

90,3 

5.6 

17,02 

14,00 

CDXHY SI 4 05Y 

(12,074) 

3.37 

price 

99.8 

99.7 

99.8 

1.9 

e,26 

2.89 

CDX!GS15 05Y 

(17,409) 

6.14 

spread 

97.3 

98.4 

99,1 

1,1 

6,79 

3.72 
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DRAFT (5/16/12) 


Daily price testing (conf d) -- Index 


CIO PV Di^oronces witn MarMT priCriQ 


008:2012-05-15 

Roduc' 

USD Factored CredS Spread 
Notione! {$ rrm) BP Vaiua ($ mm) 

Total Index] 

CIO Quote Mar'll Quota iCE Quote MorkT Spread 

price Type (LONC3ose) (NY/LONCiose) (NY/LONOose) Ofference 

(20.98)1 

r^rkT PV 
Change (J mm) 

(B.S3)1 

FV Brceeding 
Cap ($ mm) 

Other Index 







i 

4o.oe f 

32.341 

CDXiGS16 05 y 

(13,229) 

7.25 

spread 

105.4 

106.6 

1064 

1-2 

9.00 

5.37 

fTRAXXiVMS16 05Y 

16,006 

(6.72) 

spread 

174.4 

174.S 

174.4 

0.2 

(1.37) 


iTRAXXMNS15 05Y . 

5,187 

(1.96) 

spread 

176.3 

177.1 

176 3 

0.9 

(1.73) 

(0.75) 

ITRAXX FINSUBS14 05Y 

1.567 

(0.50) 

spread 

457.0 

474.3 


7,3 

(3.66) 

(3.41) 

fTRAXX rlNSUBS16 05Y 

1,336 

(0.54) 

spread 

486.0 

493.2 


5.2 

(2,81) 

(2,54) 

[TRAXX MN S15 D7Y 

1,131 

(0.59) 

spread 

197.0 

193.0 


(4,0) 

2.39 

2.09 

ITRAXX FiMSUB S17 05Y 

396 

(0-13) 

spread 

471.0 

474,2 


3,2 

(0,56) 

(0.48) 

ITRAXX MNS0610Y 

102 

(0.04) 

spread 

216.1 

213,8 


3,7 

(0.15) 

(0,13) 

TRAXX MNQ14 05Y 


0.00 

spread 

176.3 

177.0 

176,0 

1,0 

0,00 

0,00 

ITRAXX FINSUBSO? 05Y 

(119) 

0.00 

spread 

556.0 

439.9 


(118.1) 

(0.14) 

(0.14) 

TRAXX XO S1705Y 

(556) 

0.19 

spread 

739.1 

733,0 

739.1 

(5,3) 

(1.02) 

(0,63) 

ITRAXX FINSUB S15 05Y 

(581) 

0.19 

spread 

485.0 

464,1 


(0,9) 

(0,17) 

(0,07) 

TRAXX FINSUB SOB 05Y 

(675) 

0.04 

spread 

413.0 

400.9 


(12.1) 

(0,46) 

(0,46) 

TRAXX RNSB^S17 05Y 

(700) 

0.29 

spread 

286.0 

287.5 


1.5 

0,44 

0,30 

TRAXX FINSUB S12 05Y 

(991) 

0.23 

spread 

452.0 

454.3 


2,3 

0,53 

0,41 

TRAXX F1NSIBS10 05Y 

(1,412) 

0.21 

spread 

442,0 

428.8 


(13.2) 

(2.82) 

(2,72) 

ITRAXX MNS1610Y 

(1,693) 

1.27 

spread 

190.6 

189,8 

190.6 

(1.0) 

(1,26) 

(0.63) 

TRAXX X0S15 05Y 

(1.728) 

0.55 

spread 

649.5 

649.2 

649.5 

(0,3) 

(0,14) 


TRAXX MN S15 10Y 

(2.085) 

1.49 

spread 

196.6 

198.0 

196,8 

1,2 

1,02 

1,07 

TRAXX RNSUD SD9 05Y 

(2,162) 

0.23 

spread 

422.0 

411,4 


(10,6) 

(2,46) 

(2.34) 

TRAXX MNS15CI3Y 

(3,589) 

0.73 

spread 

149.2 

149.0 


(0.2) 

(0,10) 


ITRAXX XOS1605Y 

(6,410) 

2.12 

s^ead 

704.0 

699.S 

704 0 

(4.4) 

(9.36) 

(7,24) 

TRAXX MN S17 05Y 

(7,757) 

3.56 

spread 

175.1 

174.0 

175.1 

(1.2) 

(4.17) 

(2.39) 

By Family 




Change in the OnTRSY Contract 

1 

56.90 I 


CDXiG 

56,371 

(40.22) 

spread 

115.6 

117.3 

117,4 

1.6 

(62,5G) 


CDXHY 

(22,107) 

11.42 

price 

93,6 

93.1 

93,1 

10.2 

116.54 


TRAXX XO 

(8.533) 

2,86 

spread 

739.1 

733.8 

73d.1 

(5.3) 

(15.22) 


TRAXX M-N 

52.333 

(15.53) 

spread 

175.1 

174.0 

175,1 

(1.2) 

10.16 
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DRAFT (5/16/12) 


Daily price testing - Tranche 


1 C\C PV Diffcreiiu'S w t'l Warkl ' one fu 





COB: 2012-05-15 

Total Tranche! 

' / (50.4i5)i 

V {23,07)i 

USD Factored Spread 

CiOQucKo Adj Tranche R-iced independent inc 

iex Spread 

fAirkrr FV 

FV Exceeding 

n-oduc! Notionai (S rmi) BP Value ($ mm) 

Rice Type (LONCteee) (based on Ref index) Quote 

Change 

Change ($ mm) 

Cap ($ mm) 

Series 09 Tranche 



3.99 1 

. 13.79 i 


CDXJGSOSIOY 30-1D0 

16.565 

(2.41) 

upfront-H£» 

(3.9) 

(3,S) 

1.2 

(2.96) 

(0.95) 

GDX1GS09 07Y 30-1 CXI 

11.121 

(0-39) 

upfront-s-lOO 

(2.3) 

(2.3) 

(0,6) 

0.24 


CGXIG SOS 10Y 00-03 

2010 

(5.01) 

upffonl+600 

724 

72.7 

1.2 

(6.14) 

. (4.14) 

COX )G SOS 10Y 07-10 

775 

(1-35) 

upfront •►^0 

6.3 

6.6 

1.2 

(2.40) 

(0.40) 

CC< KS SOS 10Y 03-07 

SO 

(0.20) 

upfronf+SOO 

28,6 

29,0 

1,2 

(0,24) 


COX IG $09 07Y 03-07 

(215) 

0,41 

upffont+600 

6,1 

6,5 

(0.6) 

(0,25) 


CDX)GS09 05Y 30-100 

(260) 

0.00 

upfront-F-100 

(0,6) 

(0,6) 

0,4 

0,'M 


CDXiG SOS 07Y 00-03 

(331) 

1-24 

upfront+6C0 

54.3 

55,1 

(0.6) 

(0,77) 


CQXtGSOS 07Y 07-10 

(365) 

0.27 

upfront +500 

(6.4) 

(6,2) 

(0,5) 

(0.17) 


CCX IG SOS 05Y 03-07 

(1,395) 

0.14 

upfront +500 

(2.7) 

(2.7) 

0,4 

0,05 


CDXiGSOSOTY 10-15 

(1,970) 

0,77 

upfront+lOO 

(0,2) 

(0.1) 

(0,6) 

(0,48) 


CDXIGSOSIDY 10-15 

(1,960) 

288 

upfront+100 

9.6 

9.8 

1,2 

3,53 

1,53 

CDX IG S09 05Y 07-10 

(2.045) 

0.04 

upfront-tSOO 

(3,0) 

(3.0) 

0.4 

0,01 


CDX iG SOS OSY 00-03 

(2,719) 

6.21 

upfront+600 

17,8. 

18.1 

0,4 

2,45 

0,45 

CDXIGS0905Y 10-15 

(2.9C6) 

0.02 

upfrorrt+100 

(0.6) 

(0,6) 

0.4 

0,01 


CDX IGSCG10Y 15-30 

(3, SCO) 

2.3S 

upfront+lOO 

0.5 

0.6 

1,2 

2.93 

0,93 

CDXiGS09 07Y 1S-M 

(6,965) 

0.85 

upfront+100 

(1.9) 

(1.9) 

(0.6) 

(0,53) 


CDXIG SOS OSY 15-^ 

(12,215) 

0.05 

upffont+lOO 

(0.6) 

(0.6) 

0,4 

0.02 


ITRAXX f/NSOS 10Y 22-100 

21,093 

(6.99) 

spread 

67,4 

69.2 

1,1 

(7,94) 

(5.94) 

rrRA>X 309 07Y 22-100 

14,469 

(1-03) 

spread 

30,0 

33,6 

(0.4) 

0.65 


TRAXX 309 C6Y 22-100 

9,071 

(0.19) 

spread 

7.8 

8.2 

3.G 

(G.71) 


(TRAXX MM 309 1DY 00-03 

1.444 

(129) 

upfront+SOG 

73.5 

73.9 

1.1 

(1,47) 


riRAXX MN 309 lOY 06-09 

4B5 

(0.79) 

upfron(+300 

30.2 

30,3 

1.1 

(0,90) 


ri'RAXX fvIN 309 C5Y C^09 

434 

(0,09) 

upfront+300 

(2,3) 

(2-2) 

3, a 

(0.35) 


fiRAXX MN SOS C6Y 09-12 

353 

(0.05) 

spread 

69.0 

71.5 

3.0 

(0.17) 


riRAXX MMS09 10Y 03-12 

300 

(0.41) 

spread 

623.5 

626,9 

1.1 

(0.46) 


riRAXX ViN S03 07Y 08-12 

230 

(0-20) 

spread 

425,5 

444.3 

(0.4) 

0.07 


rr.RAM MN 309 10Y 12-22 

133 

(0,16) 

spread 

301,5 

305.6 

1.1 

(0.19) 


iTRAXX m SOS 10V 03-06 
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Daily price testing (confd) - Tranche 


CIC PV Diffuroncos w tn MaskI ' oric 


C^B; K112-05-15 

Ftoduct 

USD Factored 

Notbnai ({ rren) 

C'ed^ Spread 
BFValue ($ mm) 

FYice Type 

CO Quote 

(LON Close) 

Adj Tranche Friced 
(based on Ref hdex) 

Totat Tranche I 

indspendG'Tl hdex Spread 

Quote Change 

Series 09 Tranche 






! 

fTRAXXMNS09 07Y 06-09 

(32) 

0.00 

upffont+300 

12.3 

13.1 

(0.4) 

TRAXXMNSOSOSY 12-22 

(160) 

O.Oi 

spread 

40.5 

42.4 

3.8 

TRAXX MN SQ9 07Y 03-06 

(204) 

0.31 

upfront +6DQ 

21.1 

22.1 

(0.4) 

rrRAXXN!W S0905Y 03-06 

(460) 

0.36 

upfronl+500 

1.3 

1.5 

3.8 

rmAXXvwso907Y 12-22 

(575) 

0-28 

spread 

182.0 

192.5 

(0.4) 

flRAXX tvIN S0907Y 00-03 

(856) 

1.03 

upfront +500 

63.3 

64.2 

(0.4) 

fTRAXX MN 309 05Y 00-03 

(3,769) 

6.46 

upfront +500 

38.9 

39.0 

3.8 

Other Tranche 






1 

CDXKYS10 05Y 35-100 

3.744 

(0.05) 

price 

105.4 

105.4 

4,1 

CaXKYS0S05Y^-10O 

3,(»1 

(0.01) 

price 

103,0 

103.0 

11.6 

CDXLCDXS1005Y 15-100 

2.852 

(0.12) 

price 

105.4 

105.3 

17,3 

CQXHY S10C6Y 15-^ 

2,063 

(1.25) 

price 

922 

91,8 

4,1 

GOXKrS1D07Y 35-100 

1,452 

(0.19) 

price 

111,1 

111,3 

13,1 

CDXHY S10 07Y 10-15 

i,;»o 

(0.38) 

price 

6,5 

7,0 

13.1 

CDXMY 611 OSY 15-25 

1,01s 

(0.80) 

price 

77.0 

78.4 

23,6 

CDXHY 309 05Y 2535 

875 

(0.01) 

pries 

102,9 

102.9 

11,6 

CDX HY SOB 05Y 25-35 

663 

(0.00) 

price 

100.7 

100.7 

(54,4) 

CDX HY S10 05Y 2535 

655 

(0.07) 

price 

103.9 

103,8 

4.1 

CDX HY S1 1 05Y 35- ICO 

500 

(0.02) 

price 

107.3 

107.3 

23.6 

cy:XHY S11 05Y 1515 

4CS 

(0.17) 

price 

11.8 

12.1 

23,S 

CDXHY S10 07y 1525 

305 

(0.39) 

price 

^.5 

58.1 

13.1 

CDX HY SOa D7Y 2535 

2a2 

(0.08) 

price 

104.5 

104.3 

(1.4) 

CDXHY S10 07Y 2535 

26S 

(0.16) 

price 

95,0 

96.8 

13-1 

CDXHY S11 05Y 2535 


(0.05) 

pries 

104.1 

104.2 

23.B 

CDXHY S10 05Y 1515 

232 

(0.15) 

price 

19.8 

19.4 

4,1 

CCXHY S08D7V 15-25 

225 

(0.19) 

price 

B5.4 

05.4 

(1.4) 
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Daily price testing (cont’d) - Tranche 


CIG PV Dt^fccncos MarklT pnc ng 


COS; 2012-05-15 

Roduct 

USO Factored 

Nolbnai ($ mm) 

CredS Spread 
BPVaiue {$ mm) 

Price Type 

CO Quote 
(LON CSose) 

Adj TraPiCha Priced 
(based on Ref Index) 

TotaiTranchs 

Independent Index Spread 
Quote Change 

^ (6l).43|i (23.!)7)| 

VEarKiTFV py Exceeding 
Change (S rmi) C^p CS mm) 

Other Tranche 

CDXtGSQ7 07Y 07-10 

110 

(0.04) 

upfront-fBOO 

(4.7) 

(5.2) 

19,3 

(59.42) 

(0.78) 

(36.8611 

CDX LCDXS1005Y 12-15 

110 

(0-03), 

price 

103.8 

103.2 

17.3 

(0.53) 


CDXHV a38 07Y 35-1 (W 

109 

(0-01) 

pHce 

108.8 

108.7 

(1.4) 

0,01 


CDXIGS15 05Y 15-100 

100 

(0.01) 

upffcnt+25 

0.2 

0.2 

1.1 

(0,02) 


CDXKV S11 07y 35-100 

96 

(0,02) 

p^e 

110.6 

110,7 

14.1 

(0.24) 


CDXKy SOeOTY 10-15 

47 

(0.04) 

price 

33.3 

33.2 

(1.4) 

0,06 


COKK/SnOTY 10-15 

17 

(0.00) 

price 

6.3 

6.3 

14,1 

(0.06) 


CCXR/SO? 07Y 16-25 

- 

(0.01) 

price 

93.4 

96.0 

24,6 

(0.17) 


CDK .KY S07 07Y 35-100 


(0.00) 

price 

106.4 

106.6 

24.6 

(0,00) 


COX IG S07 07Y 15-30 


000 

upffont+100 

(1-5) 

(1.6) 

19,3 

0,00 


CDX iG S07 07Y 30-100 


(O-CX)) 

upfr.ont-f'IOQ 

(1.4) 

(1.4) 

19,3 

(0,01) 


CDX IG SOS 07Y 03-07 


O.-OO 

upfronl+500 

5.9 

12.S 

(28.5) 

(0,01) 


CDX IG SD3 07Y 07-10 


0.00 

upfronH5Q0 

(5.9) 

(3-6) 

(2S.5) 

(O.OS) 


CDXGSOSOTY 10-15 


(0.00) 

upfront+1CO 

(0,9) 

(0.1) 

(28,5) 

0,01 


CDXGS08 07Y 30-100 


(0.00) 

upfronti-100 

(1.8) 

(1,7) 

(28,5) 

0,01 


CDXGS1005Y 03-07 


0.00 

upfror4+500 

(2,6) 

(2,5) 

3.2 

0,00. 


CDXGS1D05Y 07-10 


(0.00) 

upfror^t+500 

(5.1) 

(5.0) 

3,2 

(0,00) 


CDXHY S11 07Y 15-25 

(30) 

0.02 

price 

51.0 

51,3 

14.1 

0.33 


CCXHY 309 D5Y 10-15 

(71) 

Q.Q7 

price 

31.5 

31.5 

11.6 

0.76 


CDX HY SOS 05Y 35-100 

(94) 

0.00 

price 

100.7 

100,7 

(54.4) 

(0.00) 


CDXGS15 05Y 00-03 

(195) 

0.69 

upfrof«-r5G0 

361 

36.5 

1.1 

0,76 


CCX IG SOB D7Y 15-30 

(375) 

0.03 

upfront+ICO 

(22) 

(1.S) 

(28.5) 

(0.34) 


CDXHY S08 05Y 10-15 

(812) 

0.24 

price 

97.5 

91,9 

(54,4) 

(13.23) 

(11.23) 

CDXhA S09C5Y 15-25 

(LOK) 

0.33 

price 

99.6 

59.0 

11.6 

3,65 

1.85 

CCX hY SOeOSY 15-25 

(1,410) 

0.01 

price 

100.6 

100.4 

(54.4) 

(0,56) 


ITRAXX fv^N S15 07Y 22-100 

2.565 

(0.82) 

spread 

59.5 

64.4 

(4.0) 

3.31 

1.31 

ITRAXX MN S15 05Y 22-100 

2,491 

(0.47) 

spread 

39.5 

42.2 

0,9 

(0.41) 


ilRAXX fvIN S15 03Y 22-1CX} 

3S3 

(0.01) 

spread 

11.5 

i2.6 

(0,2) 

0.00 


flRAXX MN 306 10Y 03-06 

192 

(0.24) 

upffont+5(X3 

40.1 

^.7 

3.7 

(0,90) 


ITRAXX MN S06 10Y GB-09 

26 

(0.11) 

upfroilt+3CO 

28.3 

27.9 

3.7 

(0,42} 
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Daily price testing (confd) - Tranche 


CIO Py Oifforcncos tV iii MnrkiT one ng 


COF5:2012-C6-15 

Product 

USD Rictored 

Notionai ($ mm) 

&«fit Spread 
BPVakie ($ miTS) 

ftice Type 

CIO QurXe Adj Iran 
(LON Close) (based on 

cfie Priced 

Ref iradex) 

Total Tranche 

Independent index Spread 
Quote Change 

(SII,43) 

t<M(m FV 
Change ($ nsn' 

(23,07)1 

FV Exceeding 
Cap($ mmi 

Other Tranche 







(59.42) 

(38 36)1 

rrRAxx VN S15 03y 03.06 

13 

(0.02) 

i^front+500 

8.5 

9.4 

(0.2) 

0.00 


rTRAXX MN 5C6 10Y 09-12 


(0.00) 

spread 

636.5 

618.9 

3,7 

(0.01) 


r:RA>:x fviN see ioy 12-22 


(0.0^ 

spread 

292.5 

264,9 

3.7 

(0.06) 


ITRAXX ^ 10Y 22-100 


(0.00) 

spread 

62,1 

60.0 

3.7 

(0,02) 


rtRAW S07 IOY 06-09 


{ 0 . 00 ) 

upfront+300 

27.9 

29.4 

(0.6) 

0.00 


ITRAXX MN SD7 10Y 09-12 


(0.00) 

spread 

6iao 

644,9 

(0.6) 

O.OQ 


rTRAXX MNS071DY 12-22 


(0.00) 

spread 

27Q.0 

294,0 

(0.6) 

0,00 


ITRAXX MN S07 1 0Y 22-1 00 


0.00 

spread 

61.7 

66,6 

(0.6) 

(0.00) 


1TRAXXMNS15C3Y 00-03 

(89) 

0.16 

upfront+600 

45,8 

46.9 

(0.2) 

(0.04) 


fTRAXX MN S06 IOY 00-03 

(133) 

0.13 

upfront +500 

74.6 

74.3 

3.7 

. 0,49 


ITRAXX MNS15 07Y 03-06 

(249) 

0.45 

upfront+SOO 

328 

34,6 

(4.0) 

(1.82) 


ITRAXX MNS15 05Y 00-03 

(332) 

0.47 

upfront +500 

60.5 

61.4 

0,9 

0,42 


ITRAXX IvM 515077 00-03 

077) 

0.45 

upfront +5C0 

67,8 

58.9 

(4.0) 

(1.81) 


By Family 




Change due to the OnTR 5Y 

Index 

;.| 21 . 0 il 


CDXIG 

(6.987) 

5.96 

spread 

1iS,8 

117.3 

117.4 1,6 

9,27 


CDXhfY 

14,226 

(3.30) 

price 

93.6 

93.1 

93,1 10,2 

(34,53) 


fTRAXX 

46,513 

(3.60) 

spread 

175.1 

174.0 

175,1 (1,2) 

4,21 
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Volume and activity update 


1 DTCC wcQkly informatiDn I 

Series 

Gross notional (Smm) 

Weeidy activity ($m m ) 

% of notiona 

1 traded 

Untranched 

Tranched 

Unti’anched Tranched 

Untranched 

Tranched 

CDXIG S09 

794,674 

609.535 

15,309 

1,764 

1.93% 

0.29% 

iTraXk MN S09 

616,379 

517.046 

13,460 

N/A 

2.16% 

N/A 

CDXIG SIC 

333,402 

N/A 

141,462 

N/A 

42.43% 

N/A 

iTraxx MN S16 

296.060 

N/A 

4,908 

N/A 

1.66% 

N/A 

iTfaxx MN S17 

307,024 

N/A 

122.968 

N/A 

40.05% 

N/A 

CDXiG S17 

240,714 

1,396 

10.106 

20 

4.24% 

1.00% 

CDXIG S13 

179,638 

N/A 

563 

N/A 

0.31% 

N/A 

CDXIG S15 

175,372 

8,303 . 

658 

N/A 

0.38% 

N/A 

CDXHY S17 

72,924 

550 

2,723 

209 

3.73% 

32,13% 

CDX HYS1C 

70,470 

47,280 

603 

245 

0,05% 

0,52% 

iTraxx XO 313 

54,662 

N/A 

309 

N/A 

0,48% 

N/A 

iTfaxx XOS17 

65,560 

N/A 

32,567 

N/A 

47,49% 

N/A 

CDXHYS08 

53,980 

35,413 

232 

80 

0,43% 

0,23% 

iTraxx FinSub S17 

24,375 

N/A 

2,767 

N/A 

11.35% 

N/A 


Source; DTGC (week ending 5/11/12) 
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Chief investment Office 

Presentation to the Directors Risk Policy Committee 
December 2010 


Ina Drew, Chief Investment C 
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Mandate and Approach 


KEY MANDATE: Optimize and protect the Firm’s balance sheet from potential losses, 
and create and preserve economic value over the longer-term. 
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Longer-term Investing 
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Tactical Positioning 

a C!0 positions tactically to complement the core investment portfolio, 

a One example is a synthetic (or derivative) credit position established in 2008 to protect 
the Firm from the anticipated impact of a deteriorating credit environment. 



a As credit spreads widened, CIO adjusted the position to capture value as credit 
markets stabilized. 


a These positions reached a maximum 95% VaR of approximately $125mm in early 
2009, and have since been de-hsked to a cuirent VaR level of approximately $55mm, 
with some further risk reduction anticipated. 


B Tactical credit strategies have contributed approximately $2.8bn in economic value 
from inception, with an average annualized RoE of 100%. 


95% Credit Tranche VaR 
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■ CIO’s expertise and product suite have been developed and expanded to 
produce absolute returns through all business cycles. 

a Some volatility of earnings should be expected throughout cycles, 
particularly at extremes. 

■ Very low expense base of approximately $300mm, coupled with high 
returns, produces overhead ratios that range from 3% - 10%. 


Total Revenues (in millions) 
9,312 


10000 

9000 

8000 

7000 

6000 

5000 

4000 

3000 

2000 

1000 

0 








BANK PROPRIETARY .WD/OR TRADE INFORMATION 


OCC-SPI-0013542: 


2450 


Regulatory Reform 


■ CIO activities are not expected to be significantly impacted by Financial 
Regulatory Reform, although sophisticated approach to structural risk 
management and investment of cash will require careful explanation to 
regulators. 

m CIO does not maintain “trading accounts” as defined by Voicker rule: 

□ Intent is not to buy and sell to benefit from short-term price 
movements. 

□ Activities are restricted to transactions that are clearly and 
transparently associated with the Firm's underlying structural risks, 
and all activities are documented as such. 


® Private equity investing will be impacted: 

□ Existing investments were planned to roll-off prior to effective date of 
the rules in any case. 

□ New investments in Private Equity will most likely not be permitted in 
CIO. 

□ Retirement Plan investments in private equity and hedge funds are 
expected to be excluded from restrictions. 

® Engaging in preliminary discussions with regulators and Department of the 
Treasury, in coordination with Firm-wide regulatory reform working group. 
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The JPM mispricing of CDX indices “London Whale” incident provides an 
opportunity to determine if existing public and regulatory reporting identifies 
these anomalies in the marketplace. 

Since this is a look back it is important to note that finding the anomaly is 
much easier when you know what to look for. Transforming data into 
information is key for regulators to anticipate and detect the risks in the 
system. 

Utilizing data from DTCC’s Trade Information Warehouse (TIW) to 
reconstruct the time series of publically reported data that identifies the 
anomaly in the reported data. 

Additionally, through the regulator portal- further transaction and position 
detail regarding the parties trading in the CDX and ITRAXX indices are 
made available to the market and prudential regulators 
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Ul^ Equivalent 


CDX.NA.IG Family Untranched 
(Weekly Stock Data) 
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COX.NA.IG Family Untranched 
(Economic Flow Transaction Data) 
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What is a Collateralized Debt Obligation (CDO)? 
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Basic Features 


■ A CDO is comparable to a finance company: 

Borrows money (liabilities) 

Acquires an investment portfolio (assets) 

Has residual value (equity) 

■ The equity of a CDO (in the form of either preferred 
shares or unsecured subordinated notes) represents 
an ownership stake in the CDO and a first-loss 
position in its asset portfolio 

■ The CDO’s assets are typically managed by a 
professional asset manager 

a Whether the liabilities can be repaid or not depends 
on the performance of the portfolio and asset 
manager 

a Through credit enhancement (in the form of 

structural subordination) and structured cashflows, 
CDOs are able to issue tranches of debt that are 
rated higher than the assets in the collateral pool 


Typical Balance Sheet 



‘ Other tiabilities Include management fees and other expenses. 
However, additional debt issuances are strictly limited. 
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What Is a CoHaterallzed Debt Obligation (CDO)? (cont’d) 


structure 


® A CDO is a securitization transaction in which a special purpose vehicle (SPV) -■ typically an offshore entity -- 
issues securities to fund its acquisition of a portfolio of financial assets, which is either static or managed 
In a managed CDO, a professional asset manager appointed by the CDO selects the initial portfolio and may 
trade in and out of assets during the life of the CDO 
In a static CDO, no portfolio assets are traded during the CDO's life 

» A CDO may purchase actual securities or loans (of a variety of asset classes) or it may obtain exposure to credits 
by entering into credit default swaps (CDS) that reference those credits 
Cash COO: its portfolio consists primarily of actual securities or loans 

Synthetic CDO: its portfolio consists primarily of CDS (a portion of its liabilities may also be CDS) 

Hybrid CDO; its portfolio may consist of either cash positions or CDS (a portion of its liabilities may also be 
CDS) 

■ CDOs may be classified based on the way their structures protect their debt tranches from credit losses: 

Market value CDO: if the "haircut” market value of the CDO’s assets falls below debt tranche par, its assets 
must be sold and its debt paid down until the haircut asset value exceeds debt tranche par; ultimate 
repayment of principal of its debt tranches depends on the CDO manager’s ability to liquidate assets prior to 
their maturity 

Cashflow CDO; the CDO’s subordinated tranches are sized so that after-default cash flows from its assets are 
expected to be sufficient to pay principal and interest in respect of its debt tranches, based on assumptions 
about default probability, default correlation and severity of loss 
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What is a Collateralized Debt Obligation (CDO)? (cont’d) 
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■ CDOs may be further classified based on the motivation for securitization and source of assets: 

Balance sheet CDO: the CDO’s sponsor is a holder of securitizable assets (e.g,, a commercial bank) that 
desires to sell or transfer the risk of those assets to shrink its balance sheet or reduce required regulatory or 
economic capital 

The sponsor may transfer assets to the CDO through cash sales or synthetically through derivatives; 

typically the sponsor transfers the entire portfolio at closing 

Balance sheet CDOs are almost exclusively cashflow structures with static portfolios 

Deal sizes may be as large as $5-10 billion 

Arbitrage CDO: the CDO’s sponsor is an asset manager that wishes to increase its assets under management 
and receive fee income for managing the CDO’s portfolio, and the CDO’s equity tranche investors (which may 
include its asset manager) wish to achieve a leveraged return between the after-default yield on its assets and 
the financing costs of its debt tranches (the difference between the leveraged return and debt financing costs 
is the CDO’s "arbitrage”) 

The CDO’s assets may be synthetic or cash and are purchased in the open market - its portfolio may not be 
fully "ramped up" at closing 

Deal sizes range from $250-500 million to greater than $1 billion 
In general synthetic deals tended to be larger due to ease of "ramp up" 

In general CDOs backed by higher credit quality assets tended to be larger due to relative ease of debt 
distribution 
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Participants and roles in Arbitrage CDOs 
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Managers 


msmm 


The manager is the sponsor of the COO and receive fees for 
its services 

The manager is responsible for selecting the assets for the 
portfolio, determining prices paid for the assets and 
managing the pool over time through reinvestment, trading 
or hedging 

Managers can be traditional money mangers, hedge funds, 
REITs or structured finance professionals devoted to CDO 
management 


s Rating agencies analyze the CDO’s investment criteria and 
liabilities structure to rate the debt issued by the CDO 

B Rating agencies establish criteria that secs forth their 
requirements for credit quality and structures 

a Typically a CDO will have ratings from two of S&P, Moody’s or 
Fitch for each debt tranche; however, a CDO could issue 
unrated tranches or be rated by a single agency only 

■ Rating agencies are paid to provide initial ratings and provide 
ongoing surveillance as long as the rated debt remains 
outstanding 



Investors want exposure to the underlying assets on a 
tranched or leveraged basis 

investors evaluate the investment guidelines for the CDO and 
perform due diligence on the manager’s qualifications 

Typical investors in CDOs range from hedge funds to banks 
and insurance companies 

Since CDO securities are privately offered, there are 
restrictions on investors who are eligible: 

In the US: qualified purchasers that are either qualified 
institutional buyers or accredited investors 
Outside the U5: persons eligible to purchase under local 
law and in transactions pursuant to Reg S 


Trustee 


■ The CDO appoints a trustee to hold its assets as collateral for 
the benefit of the holders of its debt 

B Frequently the trustee also provides administrative services 
to the CDO issuer such as accounting and reporting services 
for investors 


Arranger. Placement Agenl/Underwritcr and Warehouse 
Provider 


a The manager engages a broker-dealer to arrange and 
structure the CDO and distribute its securities 

m Oftentimes, to facilitate the manager’s acquisition of assets 
for the CDO before closing, the broker-dealer or one of its 
affiliates will extend a warehouse facility to accumulate 
assets at the manager's direction. 


IRMorgan 


PSI-JPM-30-000006 


5 


2462 




'S' 

' ig| 

I 

i| 

1 

-.-HI** 

-< 


'2. 

iT! 1 


'.'V. ■ 






Cashflow CDO Collateral Types 



^^^^ashflow coo CallateratlViaes | 

o 

o 

coo Type 

CDO Subtype 

Typical Asset Mix 

Typical Leverage 


CDO 

investment Grade 

investment grade 

AAA ^ 




Corporate Bonds 

Equity » S% 

o 

CLO 


Corporate loans 

AAA - 70% 





Equity = 10% 


ABS 

High Grade 

AA/Aa2 portfolios of ASS 

AAA « 90% 

CO 

o 




Equity » 0.50% 

H- 


Mezzanine 

BBB/Baa2 portfolios of ABS 

AAA « 60% 

CO 

ixJ- 




Equity » 5% 

a 

CRE 

Securities 

Mix of CMB5 

AAA » 70% 

ai 




Equity => 5% 

z 


CRE Loan 

Commercial Loans (both 

AAA - S0% 

2 



whole loans and 

Equity* 15% 

w 

f- 



subordinate debt) 


< 

CDO'2 

ABS 

ABS CDOs 

AAA = 80« 

o 

u 




Equity = 5% 

o 


CLO 

CLOs 

AAA - 75% 





Equity = 5% 






r- 

'.j 

o 

Note: These descriptions are generalizations. 

Actual collateral and leverage will vary from deal to deal depending on a variety of factors. 

o 
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Synthetic CDOs 


a Synthetic CDOs obtain exposure to assets synthetically, by entering Into COS referencing those assets 
a Synthetic CDO portfolios may be either static or managed 

a Synthetic CDO portfolios tend to be investment grade (Baal) compared to traditional Cash COO high yield collateral (Ba or single- 
3 ) 

H High quality Synthetic CDO collateral allows for a very large, unfunded portion of Synthetic CDO liabilities (the "Super Senior 
tranche"), which cheapens overall liabilities 

« The Super-Senior tranche's credit quality is assumed to be better than AAA-rated 


CDO Capital Structure 


CDS Portfolio 



Protection 

Payments 


Super-Senior 

Protection 

Payments 


Note Coupons (L + bps) 
and Principal 


Residual Cash Flows 
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Hybrid CDOs 


Hybrid CDOs acquire portfolios that include a mixture of cash loans, securities and CDS referencing specific credits 
Tlie mixture of cash and synthetic assets can vary significantly over time at the manager's discretion 

A portion of the proceeds from the funded tranches !s invested in cash assets and the remainder is held (n reserve (often in the 
form of a G!C or a reserve account) to cover payments that may be required under the CDS 

The CDO receives payments from three sources: 

Return from its cash assets 
Reserve account investments 
CDS premiums 

CDS Portfolio 


CDO 




CDO Ca|3ital Structure 




■■ ! 


Cash Portfolio 




CDS Premium 


Protection 

Payments 


ftond Coupons 
(L ♦ bps) 


C30’.'^! C J Cl.l t'.j- 

linnrii i[^''iotir!? | ><cni1 3 j DoM-t |jjqnd% 


PrtKeeds 

(S) 



Unfunded 

CDS 


Funded 

Liabilities 
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^ A CDO^ is structurally no different than an ordinary CDO 

® Like other arbitrage CDOs, CDO^ are typically managed by an asset manager that selects the 
assets and manages the risk of the portfolio 

■ The principal difference between a CDO and a CDO^ is simply that CDO^ assets primarily are 
other CDO securities 

H The rating process, cash flow mechanics and overall structure is similar to other CDOs, but the 
risks are very different 

Additional structural leverage 

More sensitive to changes In underlying asset performance 
Increased complexity 
Limited liquidity 

End investor further removed from the originated risk 
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Cashflow COO Analytics 
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■ Cashflow CDO credit risk is determined by three factors: 


Default Probability 

How likely is it that the assets will default over the life of the CDO? 

Default Correlation 

How diverse is the CDO portfolio, in terms of (1) industries concentration, (2) geography, (3) severity, (4) 
number of credits, (5) rating of credits and (6) other factors depending on the asset class? 

Default Severity 

How much loss can the various CDO tranches withstand? 

B Generally, rating agencies compare losses under various default scenarios to required "break-even losses” to 
determine CDO debt tranche ratings and sizes 

For instance, a 1 0-yr COO tranche must withstand an expected loss of less than 0.0055% to be rated Aaa by 
Moody's, less than 1 .43% to be rated Baal, and so on down the credit curve 

The rating agencies use their proprietary models to analyze the assets and generate stressed cashflows 

■ Cashflow CDOs are subject to periodic compliance tests that measure the deal’s ability to pay interest and principal 
to CDO debt investors 

• If the CDO fails certain tests, the CDO's cash flows are redirected to amortize its debt 
Some tests employed by typical Cashflow CDOs are: 

Over-Collateralization (0/C) Tests (ability to pay CDO debt tranche principal at maturity) 

Interest Coverage (I/C) Tests (ability to pay COO debt tranche interest each period) 

Caa Concentration Test (restricts the number of Caa-rated assets than can be held without penalty) 
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Cashflow CDO Analytics (cont’d) 
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a In cashflow CDOs, 0/C and I/C Tests are calculated periodically (typically monthly or quarterly) to monitor 
collateral deterioration 

a Below we illustrate the calculation of these ratios 


O/CTest 


Asset Par Asset Coupon 

COO Tranche Par CDO Tranche Coupon 
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■ Asset Par: the par of non-defaulted assets 

■ CDO Tranche Par: the current par aount of the 
CDO tranche + the current par amount of all 
tranches senior to the tranche 

E The 0/C test measures the amount of asset par 
"cushion” protecting a tranche 
For example: 

Total Asset Par = SSOOmm 

Class AAA Par = 5300mm 

Class AA Par = $60mm 

Class AA 0/C = 500/(300+60) = 139S6 


J.RMorgan 


■ Asset Coupon: the sum of the interest received 
from the assets 

■ COO Tranche Coupon: the required coupon of the 
CDO tranche + the required coupon of all tranches 
senior to the tranche 

B The I/C test measures the amount of extra 
interest available for a given tranche 
For example; 

Total interest received: 56mm 
Class AAA Interest Payable = 52mm 
Class AA Interest Payable = 52mm 
Class AA 0/C = 6 /(2+2) = 150% 
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principal waterfall 


Interest waterfall 


Class A OC arc Tests 


Class B oca IC Tests 


Scheduled F-inanced Amount 


Trustee 6, Administrative Expenses 


Mari’agement Fee to Portfolio 




Interest and Commitment Fees (r 


Interest on Class A-2 Notes. 


Remaining Administrative Expenses 


Subordinated Management Fee 


Incentive Management Fee (if any) 


0-000015 
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Credit Default Swaps 
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s In exchange for a fee (either an up-front premium, an on-going fee, or a combination) the Protection Seller agrees 
to make payments to the Protection Buyer upon the occurrence of credit or payment events relating to the 
reference entity or obligation 

a Upon a credit event, the Protection Buyer can elect to settle via physical delivery of a deliverable obligation or via 
cash settlement through an auction process 

s CDS on CDOs and MBS typically allow for physical delivery of the reference obligation 
n CDS contracts can reference both bonds and loans 
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Credit Default Swaps (Cont.) 



s Protection Buyers 


Hedging credit exposure 

investors expressing a view on a reference entity’s credit prospects 

« Protection Sellers 

leveraged investors 
Structured finance vehicles 


« Dealers 

Intermediate flow between Protection Buyers and Protection Sellers 


Credit and Payment Events 


■ Most widely used credit events for COS trades on investment grade corporates today: 

Bankruptcy 
Failure to pay 
Restructuring 

m In addition, CDS on AOS and CDOs typically follow a '’pay-as-you-go" convention where payment events other than default trigger 
a payment from the Protection Seiler to the Protection Buyer 

B Reference Obligation that nnisses interest payments cause the Protection Seller to reimburse the Protection Buyer the amount 
related to the shortfall 

After a payment event, the CDS contract continues without termination and settlement 

a Credit events on CDS of MBS and CDOs typically include: 

-a Bankruptcy 

Failure to pay principal (typically only on the maturity of the reference obligation) 

Distressed ratings downgrade (ratings fall to a specified level) 
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The Basic Contract: A Credit Default Swap (Cont.) 
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Deliverable Obligations Characterietlcs 


■ If a credit event occurs, the Protection Buyer can elect to settle via physical delivery of a deliverable 
obligation or via cash settlement through an auction process 

a if the Protection Buyer elects to deliver an obligation: 

The Protection Buyer can choose, within certain limits, what obligation to deliver 

The CDS contract states what kind of obligations (payment, bond, and/or loans) can be included 

The CDS contract also states the characteristics (subordination level, currency, denomination, Hsted/non- 

listed, etc.) of the obligation 
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Cash Settlement and the Protocols 
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ISOA Basics 


a Often times, the COS exposure often greater than aggregate amounts of cash obligations available, making 
physical delivery problematic. For example; 

Collins a Aikman; $500 million of available bonds vs. $1 billion in CDS 
Delphi: $2 billion in available bonds vs. $25-30 billion in CDS 

• To prevent settlement issues, the ISDA Protocol was developed 

ISDA Protocol permits rapid amendment of existing CDS documentation to allow settlement at a single 
Final Price for all adhering parties 

ISDA Protocol ensures that the Final Price is reflective of market value of the defaulted entity's 
obligations, taking into account CDS parties' net physical settlement requirements 

■ Allow bonds to be traded to permit "physical settlement” at Final Price 

Bonds can be bought or sold in the auction to allow participants to finish with same bond position they 
would have had under physical settlement 

Ensures resulting position from original settlement mechanism is effectively preserved for those who 
desire it 

■ ISDA publishes standard amendment terms 

■ To effect an amendment, two parties simply have to "adhere" to the Protocol by sending their notice to ISOA 
prior to the cut-off date. An adhering party automatically amends its ISDA Master (or related documentation) 
with any other adhering party 
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The CDS Indices - ABX.HE and TABX.HE 
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■ Both the ABX.HE and TABX.HE are static portfolios of CDS of subprime REMS that serve as liquid instruments for 
trading sufaprime credit risk 


B ABX.HE Asset Portfolio Highlights 

Portfolios reference 20 bonds of subprime RMBS 
A.ssets are homogenous by risk profile (initial ratings) 

Assets are originated in a 6-month time frame 
Asset selection 

- Aggregate a list of the largest volume subprime RMBS issuers 
Select two representative transactions from each issuer 
Index participants vote on transactions to be included in each Index 


a TABX.HE Asset Portfolio Highlights 

Portfolios reference 40 bonds from two ABX.HE indices 
Assets are all subprime RMBS 
Assets are homogenous by risk profile (initial ratings) 
Assets are originated in a one-year time frame 
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The CDS Indices - CDX, iTraxx, ABX and TABX 


«■ The CDS indices are static portfolios of CDS that serve as liquid instruments for trading credit risk 

CDX indices allow investors to express a view on the market as a whole (avoid idiosyncratic single-name risk) 
Unlike single-name CDS, each Index contract is exactly like every other index contract (reference entities, 
payment dates, fixed coupon) and thus can be easily traded 
Different indices provide exposure to a broad range of industries and credit 

a AAarkit Group is the dealer appointed administrator and calculation agent for both CDX and iTraxx 

a Protection Buyer pays a fixed coupon (the sum of the fixed rates of each of the component CDS contracts) 

a Protection seller pays upon credit events (just like single-name CDS) 

a Coupon 1s sum of fixed rates on each component 

a Each index reconfigured with new names every 6 months 
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The CDS Indices - CDX 
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* DJ CDX North America High Yield Index 

Static portfolio of 100 equally weighted high yield CDS entities domiciled in North America 
Index constituents are based on votes from eligible CDS members 

New series of OJ CDX HY issues every 6 months (March & September) and the underlying reference entities are reconstituted based 
on member votes 

Standard maturities will be 5 and 10 years for the notes and swaps 

B DJ CDX North America investment Grade Index 

Static portfolio of 125 equally weighted investment grade CDS entities domiciled in North America 
Index constituents are based on votes from eligible COS members 

New series of DJ CDX iC issues every 6 months (March & September) and the underlying reference entities are reconstituted based on 
member votes 

Standard maturities will be 1, 2, 3, 4, 5. 7 & 10 years for the notes and 5 and 10 years for the swaps 
n DJ CDX Emerging Market Index 

Static portfolio of 14 equally weighted emerging market sovereign issuers 
Index constituents are based on votes from eligible CDS members 

New series of DJ CDX EM issues every 6 months (March Et September) and the underlying reference entities are reconstituted based 
on member votes 

Standard maturities will be 5 and 10 years for the notes and swaps 

* DJ CDX Emerging Market Diversified Index 

Static portfolio of 40 sovereigns and corporates 

New series of DJ CDX EM issues every 6 months (March a September) and the underlying reference entities are reconstituted based 
on member votes 
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The CDS Indices - ITraxx 
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B. iTraxx Europe (Main Index) 

Static portfolio of 125 equally weighted CDS on European entities 
Rules based construction based on CDS volunnes by dealer poll 

New series of iTraxx Europe is Issued every 6 months {AAarch 6t September) and the underlying reference entities are reconstituted 
Standard maturities will be 5 for the notes and 5 and 10 years for the swaps 

■ iTraxx Japan 

Static portfolio of 50 equally weighted CDS on Japanese entitles 
Rules based construction based on CDS volumes by dealer poll 

New series of iTraxx Japan is issued every 6 months {March 0 September) and the underlying reference entities are reconstituted 
Standard maturities will be 5 for the notes and 5 and 10 years for the swaps 

■ iTraxx Australia 

Static portfolio of 25 equally weighted CDS on Australian entities 
Rules based construction based on CDS volumes by dealer poll 

New series of iTraxx Australia is issued every 6 months (March & September) and the underlying reference entities are reconstituted 
Standard maturities will be 5 for the notes and 5 and 10 years for the swaps 

m iTraxx Asia ex- Japan 

Static portfolio of 30 equally weighted CDS on Asian entities excluding Japan 
Divided into 3 regional sub-indices: Korea, Greater & Rest of Asia 
Rules based construction based on CDS volumes by dealer poll 

New series of ITraxx Asia ex- Japan is issued every 6 months (March 6 September) and the underlying reference entitles are 
reconstituted 

Standard maturities will be 5 for the notes and 5 and 10 years for the swaps 
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'WilmerHale 


Rcgiaatfl J. Browe 

?07 M3 6430 W 
2D2 6G3 6363^ 
reginaldbfOwn@wi!fnc^i'aiecofri 

December 7, 2012 


By Hand 

Hon. Carl Levin, Chairman 

Hon. Tom Cobum, Ranking Member 

Permanent Subcommittee on Investigations 

Committee on Homeland Security and Governmental AfTairs 

United States Senate 

SR- 199 Russell Senate Office Building 

Washington, D.C. 20510-6262 


Dear Chairman Levin and Ranking Member Cobum; 

We represent J.P. Morgan Chase & Co. ("J.P. Morgan”) and submit this letter on J.P. 
Morgan’s behalf in response to the Permanent Subcommittee on Investigations’ (”PS]”) 
subpoena dated August 6, 2012 (the ‘’Subpoena”). 

Please find enclosed an encrypted CD containing a document bearing Bates numbers JPM- 
CIO-PSI 0037504. This production is being provided in response to the Subpoena, and a 
November 28, 2012 request from PSI Staff for data on the size of the Synthetic Credit Portfolio. 
Today’s production includes a spreadsheet reflecting the requested data as of January 3, 201 1 , 
December 30, 2011, March 30, 2012, and June 29, 2012. Please note that January 3, 201 1, is 
provided as a proxy for year-end 2010 as the system this data was generated from only contains 
information from January 1, 201 1 . 

Further, in response to a November 30, 2012 request from PSI StalT, based on consultation 
within J.P. Morgan, we understand that the Global CIO MTM CS BPV (CSOI) limit was 
$5,000,000 from mid-August 2008 through carly-May 2012, when it was deactivated because 
management detemiined the limit was no longer valid in tenns of measuring the risk appropriately. 

We hope this information is helpful to you and the PSI Staff. The password for the 
encrypted CD will be communicated to the PSI Staff by a separate communication. 

♦ ♦ ♦ 


Wilmer Curler Pickering 1 laic .iik! !)«rr u.P, 1875 Pemis)'lv;UMa Avenue NW, Washingion, DC 20006 
Beijiro Berlin Bosion Btusse>s Efankljrt londor Los Argues Neav T.i'k 0>»o'd Aitc- Vt/a!irian% Wash ngjon 

STRICTLY CONFIDENTIAL- NOT FOR CIRCULATION/SUBCOMMi n EK MEMBERS AND STAFF ONLY 
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Hon. Carl Levin, Chairman 
Hon. Tom Coburn, Ranking Member 
December?. 2012 
Page 2 


We Tespectliilly request that the produced documents be niaimaincd confidentially under 
Senate Rule X.XIX.5 and not be released publicly without a majority vote olThe PSl, We further 
request that the PSl staff provide the unders'igncd with notice and an opportunity to be iieard in the 
event the PSl determines that it will disclose any information from this production or letter to a 
third party. Such treatment would be eonsislent with the respect for privileged and conlldemial 
information that the Subcommittee has shown in the past. Thi.s production is not intended to \vai\'( 
any applicable prir ilcge or protection. If it were found that any of the produced documents 
constitutes disclosure of otherwise privileged matters, such disclosure would be inadvertent. 

Please contact me (202-663-6430) or Ross Kirschner (202-663-6021 ) if you have any 
questions. 

Sincerely. 

A' 1 iv- 

Reginald J, Drown 

Ross Kir.schner 

Enclosure 


.STRICTLY CONni)ENT!,tl,-!NOT ROU CiliCUI,ATtON7SUBCOMMITTi;t; MEMBERS ,\,\D ST.AFF ONI.Y 
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From: 

Schram. Zacharv fHSGAC) 

To: 

Roberteon. Harv rHSGAC) 

Cc: 

Murphy, Aiiison (HSGAC) 

Subject: 

FW: QO clawbacks 

Date: 

Wednesday, January 16, 2013 l:54:tte PM 


Hi Mary, 


Please log this communication from Reg re: JPM. 
Thank you! 


From; Brown, Reginald [mailto:Reginaid.Brown@wilmerhale.com] 
Sent; Wednesday, January 16, 2013 1:52 PM 
To: Schram, Zachary (HSGAC) 

Cc: Kirschner, Ross K. 

Subject; RE: CIO clawbacks 


Zack, 

J.P. Morgan has recovered the maximum clawback from Ms. Drew, .Mr, Macris, Mr. Javier- 
Arlajo, Mr. Iksik and Mr. Grout. This was accomplished through a combination of canceling 
outstanding incentive awards and repayment of awards previously paid. 

Reg 


From: Schram, Zachary (HSGAC) I mailtoiZachapy Schram@hsaac.sen3te.aov 1 
Sent: Monday, January 14, 2013 10:40 AM 
To: Brown, Reginald 
Subject: CIO clawbacks 


Reg, 


What is the status of the clawbacks for Ms. Drew, Mr. Macris, Mr. lavier-Artajo, Mr. Iksil, and Mr, 
Grout? 


Thanks for your help. 


-Zack- 


PSWPMC-33-000001 



2486 


From: Kirschner, Ross K. [nnallto:Ro5S.Kirschner@wilmerhaie,com] 
Sent; Sunday, March 03, 2013 9:04 PM 
To: Schram, Zachary (HSGAC) 

Cc: Brown, Reginald 
Subject; RE: Crossing the t's 


Zack, 


Our understanding from the Bank is that the difference between the two CS BPV numbers 
asked about represents a revision posted by the CIO middle office to their limit utilizations 
between the time the limits were extracted for the limit breach notification email (the 
contents of the PDF with the Bates ending 1 832) and when the Division Limits document 
(the Excel spreadsheet with the Bates ending 37536) was extracted from the system. The 
CIO North America desk had originally uploaded a value of -424,000 against that limit and 
then on February 22, they changed it to +424,000. The change was made because they 
initially uploaded CSOl per Credit Spread tightening, but it was retroactively corrected after 
confirmation that it should have been per Credit Spread widening. That flip of $424,000 
accounts for the entire $848,000 difference. 

Thanks, 

Reg and Ross 


From; Schram, Zachary (HSGAC) rmailto:Zacharv Schramiahsoac.senate.aov i 
Sent: Sunday, March 03, 2013 8:38 PM 
To: Kirschner, Ross K. 

Subject; Crossing the t's 


Ross, 


If you recall, we spotted a discrepancy in the limit utilizations between contemporaneous 
documents, including JPM-CIO-PSI 0001832, and the utilization spreadsheets you later produced. 
You explained the source of the discrepancy, but I would like to have something in writing I can cite 
to. Can you email me the explanation? 


Thanks, 


-Zack- 
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Large Bank Supervision 


Large Bank Supervision is driven by requirement that at any quarter, 
risk assessments and ratings must be current and accurate (Large 
Bank Supervision Handbook) 

• Understand the company's strategies and business activities 

• Identify the risks and related controls at the bank, for key 
products, and activities/lines of business 

• Assess levels of inherent risk, quality of risk management, 
aggregate risk, and the direction of aggregate risk 


*Generate Core Assessment and Quarterly RAS 



Examinations/Assessments 


• Mostly Risk-Based, focusing on 

- High risk products, markets, and activities 
— Weak management 

• Some legally required 

- BSA/AML (even if not high risk) 

- Flood 

• Objectives 

- Validate our understanding of risk management 

- Assess the level and trend of risk 

* We rely on bank MIS (cio mis was misleading) 
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Communications 


« Communicate findings, recommendations, and 
professional views to management and the board 

> Annual Report of Examination 

> Supervisory Letters 

> Verbal 

• Communications range from positive feedback, 
informal discussions, moral suasion. Matters 
Requiring Attention (MRA), and informal and 
formal actions 
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Supervisory strategy 

• Each team establishes its own supervisory plan that considers: 

- OCC/CBS Annual Supervisory Guidance 

- OCC Networking Group input 

- The Bank's inherent risks and management 
— Knowledge of the bank 

• Team leaders and team routinely meet with 
— LOB CEOs and business management 
^ Risk Management and compliance 
- Audit 

• Deputy Comptrollers review each strategy, approve final product 
» Adjustments during year: unplanned events/resource shortfalls 
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High level legal Entity Organization 


JP Morgan Chase & Co. 


‘jwr.i U‘ 


. Dank Entities Holding 
Company 


J.P. Morgan Chase j 
Bank, NA 


Chase Bank 
USA, N.A. 




J,P. Morgan Bankj 
& Trust Co. N.A, T 


i NY Branches of 
JPMCB 


I WaMu Entities I 

'■ (winding Oawnl i 


• International ;! 
Branches ff 


EDGE Cham 
Entities 


The Dear Sterns 
Companies LLC 

tWinJItnienwn] 


J.P. Morgan 
Broker-Dealer 
Holdings Inc. 


^ J.P. Morgan Ventures! 
Energy Corp. ! 


J.P. Morgan Asset 
Management 
Holdings Inc, 


/'' Subsidiaries \ 


J.P. Morgan 
Securities LLC 


-j,P. Morgan Asset^ 
i Management i 
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Clearing Corp, 


' Other International ' 
Asset Management 
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Bank #fTEs 

Function 

OCC 

«FTts 

Risit 

Management 

Compliance 

Internal 

Audit 

line or 

Business 

Com CredH / CRE 

12 

2100 

748 

50 

31038 

Consumer CR£ 

3 

937 

331 

f>0 

46374 

Credit Cards 

5 

S20 


38 

24541 

Other Retail 

3 



59 

87210 

Total Retail 

11 

1457 

331 

157 

158125 

Balance Sheet Mgnit. 

3 

15 


50 

417 

Trading 

4 

350 


173 

3000 

Total Capital Mkts. 

7 

365 

Q 

223 

3417 

Ops Risk 

s 

21 


74 


Base! 

2 

18 




Internal Audit 

2 



NA 


info Technology 

- 6 

9/4 

0 

35 

26000 

Compliance 

10 


NA 

117 


General / Other 

7 

700 

431 

91 

56334 

Total 

62 

5635 

1510 

747 

274914 
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JPMC Examinations 


» OCC performs approximately 60 examinations per year at 
JPMC 

— Each typically lasts between three and six weeks, but 
sometimes longer 

- Each supervisory team will perform between three and 10 
examinations per year 

- Examination teams are typically between four and six people 
that include relevant experience 

• Resident staff 

• RAD/Economists as appropriate 

• Other agencies depending on circumstances 

- Some examinations scheduled purely for training purposes 

- Supervisory Letters are issued at the end of each examinaition 
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Ongoing Supervision 

• Monitor routine flows of board, management, 
risk management, and audit reports 

- Quality of reports is important 

• We look at business performance, risk trends, 
regulatory policy adherence 

• Communicate supervisory findings and 
expectations 

• Follow-up on actions taken to correct 
deficiencies 
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Supervisory Letters 

• Supervisory Letters are issued to communicate 
supervisory findings 

- Examinations 

— Ongoing Supervision 

• OCC issues approximately 75 per year at JPMC 

- Audit issues are documented in separate letters 

• Semi-annual audit letter 

- Quarterly Management Report 

• CEO and Audit Chairman are copied on every 
letter 
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Matters Requiring Attention 


* OCC Currently has approxinnately 120 MRA 
outstanding 

* We average roughly one MRA per exannination 

- Some turnover 

* Some MRA take longer to correct, e.g., 

- Model Validation Process 

- Basel II Implementation 
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Capital Markets Supervision 


• First Quarter 2012 

- Examinations 

• Model Validation Group completion (started 40.11) 

• Commodities examination 

• Firmwide Stress 

• Derivative Operations 

• Credit Portfolio Group 

• Mortgage Capital Markets (started early April) 

— Ongoing supervision 

• Business and risk updates 

• Report of Examination 

• Core Risk Assessment 

• Supervisory Strategy 
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Ongoing Supervision of CIO 


• Risk-based focus 

- Investment portfolio 
— Interest Rate Risk 

- MSR 

- Stress test methodology 
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Synthetic Credit Portfolio 


* Established in 2006/2007 

* Objective 

* Performance 

* Evolution 

* Risk Weighted Asset Calculation 
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g Sum of Worst Case Hfstortcal 


I Diversified Statistical 


Note: On May 29, the bank disaggregated its High Yield versus Investment Grade risk estimates into Europe 
and US components. This disaggregation eliminated some portfolio effects and caused a higher estimated risk 
for the sum of worst case historical Mtimates. The April 30, 2012 figure was recalculated and revised upward. 
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■ Credit Spread Widening 


Maturity Mismatch 


High Yield vs. investment 
Grade ' 


Off-the-run (IHiquIdhy) 


I Super Senior Debt vs. Equity 
positlorts 


Estimated Total 
Diversified Loss Potentiai 

Ctefautt Risk 


5- 16-12 ~ S34 BHIion trade with Blue Mountain 

6- 7-12 through - 6-12-12 -- $10.6 Billion high yield positions moved to hedge existing risk 
6-18-12- $17 Billion option exercteed by Blue ft/lountain 
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SMJO-a 5 / 14 / 20125 / 21 / 20125 / 29/2012 6 / 4/2012 6 / 14 / 20126 / 26 / 20126 / 29 / 20127 / 12 / 20127 / 19/2012 
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• With move to IB, a new VaR model has been implemented for risk management 
purposes. 

Developed in 2Q2012, for CIO's (now IB's) Synthetic Credit Portfolio as an 
improvement to CIO Base! 1 VaR model. 

Approved on June 29th 2012 by Model Risk under new procedures; 
implemented July 2nd 2012 

A spread VaR calculator customized to handle index positions w/o 
decomposition 

The identical base correlation VaR calculator used by the IB for tranches 
’ Based on analytics and time-series data from the IB 
Intended to be consistent with Basel 2.5 
Used for risk management and lOQ reporting. 

Limits expected to be changed in line with new VaR numbers 
OCC reviewing Index VaR and its approval 
* JPM will seek regulatory approval for use in Basel 1 Reg VaR 
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• CSOl increased for 12MM on February 8 to 21MM on February 15 

• CSOl Exposure nearly doubled again between March 14 and March 28 
and 10% CSW went from positive 62MM to negative 140MM 
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• Significant notionals were put on in mid January and mid February. 
However, directionality, curve steepness, and basis all moved against JPM. 

• As presented by Wilmer Hale, large positions after mid-March may have 
been attempts by traders to "defend their positions." 

• As presented by Wilmer Hale, P&L by mid to late March was not reflective 
of the real market as traders were not correctly marking their book. Under 
procedures at that time, independent price verification did not take place 
until March month-end, leading to significant realized losses at that time. 
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• Management reported the findings of its internal investigation to the regulators on July 
11 and publicaliy on July 13. 

• Findings were consistent with the preliminary observations; however, the core issue 
was that CIO was not subjected to the same level of scrutiny as client facing 
businesses, causing a lack of effective challenge by senior management and the 
board. The task force’s principal conclusions: 

• CIO judgment, execution, and escalation in 1Q12 were poor 

• The level of scrutiny did not evolve commensurate with the increasing complexity 
of CIO activities 

■ CIO risk management was ineffective in dealing with the synthetic credit portfolio 

• Risk limits for CIO were not sufficiently granular 

• Approval and implementation of CIO synthetic credit VaR model were inadequate 

• The Board of Directors received the same presentation as investors prior to the call. 


13 
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Coordinating examination work and subsequent requests with FRB and FDIC 

• All exam work is either “joint” or requires substantial coordination with various FRB and FDIC 
examiners. 

• Complexity of topic necessitates significant review of documentation and discussions with 
management. 

Status of specific examinations: 

• OCC Governance and Risk Management review nearing completion, 

• OCC work substantially complete for all areas except audit, (see below) 

• Need to discuss/confirm with results of FRB work 

• Currently reviewing corrective action as part of ongoing supervision 

• Model Control 

• Targeting completion of field work this week; however some meetings need to be schedule and 
information continues to be evaluated. 

• Audit coverage and adequacy 

• Work underway includes a review of detailed audit coverage, and audits own self assessment, OCC 
review of CIO audit work expected to be complete in 10 days 

• Completion contingent on status of JPM audit’s internal evaluation 

• Valuation 

• OCC work began this week. Requires review of external audit work. 

• FRB participation to be determined. 

• Expect completion mid August 

14 
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Ongoing supervision 


Evaluate corrective action in process 
• CIO Task Force 


Evaluate book remediation 

• Three calls / week on legacy book, supported by MIS 

■ Assessing ongoing impact on overall 

• Detailed processes for “legacy” book to be validated/tested in September 2012 
examination, and “AFS hedge book” in October 2012 examination. 

Evaluate new CIO mission and business processes 

• Evaluate specific changes in CIO mission 

• Increase focus on new committee process; providing feedback 

■ Detail processes to be validated/texted in October 2012 examination 


IS 
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JPMorgan Chase &Co. 


John Hogan 
Executive Vice President 
Chief Risk Officer 


January 11, 2013 


CONFIDENTIAL TKATMENT REQUESTED 

VIA EMAIL AND FEDERAL EXPRESS 


Scott N. Waterhouse 

Examiner-in-Charge 

OCC Large Bank Supert'ision 

1 1 66 Avenue of the Americas, 21st floor 

New York, New York 10036 

Re; JPM-20 12-66 CIO Oversight and Governance Examination 

Dear Mr. Waterhouse: 

Attached please find the responses of JPMorgan Chase Bank, N.A. (the “Finn” or “JPMorgan”) 
to OCC Supervisory Letter JPM-2012-66, Chief Investment Office (“CIO”) Oversight and 
Governance Examination, dated December 12, 2012 (the “Supervisory Letter”). 

The attached responses detail the actions taken by the Firm to date to address the Matters 
Requiring Attention (“MRAs”) identified in the Supervisory Letter. The attached also is 
intended to summarize and update you on those actions already described by the Firm in 
responses to previous OCC supervisory letters related to these matters. 

Die Firm acknowledges the OCC’s criticisms of CIO oversight and governance, as well as the 
OCC’s broader comments regarding the Firm’s governance, risk management and control 
processes. JPMorgan takes oversight and governance matters very seriously, and is committed 
to continually evaluating and strengthening oversight, governance, and risk management and 
other control functions, not just in CIO but throughout the Firm. 

Consistent with this commitment, JPMorgan has undertaken, and is in the continued process of 
undertaking, comprehensive steps to ensure that there is continuing effective management and 
Board oversight of all aspects of JPMorgan’s business and operations, including implementing 
enhancements to risk and other control functions, establishing new control groups, committee 


?70 Park Avenue. 48lh f osr. New Vorit. New York 10017 
IPi^organ Cnase -S Co. 
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structures and firm wide positions, and improving the process for escalating issues to and 
communicating with senior management and the Board, as well as the OCC, 

As detailed in the Finn’s various responses to OCC Supervisory Letters over the past several 
months, the Firm has taken a number of actions to address specific weaknesses identified in prior 
OCC examinations regarding mode! approvals and risk weighted assets, audit coverage, VaR 
model and CIO risk management, and CIO valuation governance. 

Further, as you know, the CIO Task Force is in the process of completing its report (the “Task 
Force Report”), which will provide additional detail regarding some of the matters discussed 
herein. 

We believe that the efforts we have undertaken and, in some instances, are in the process of 
undertaking constitute a comprehensive and detailed response to the Supervisory Letter, and that 
upon full implementation, will fully remediate the issues you have raised. All action plans noted 
in this response letter will be tracked in our internal processes to ensure completion. 

♦ ♦ ♦ 

This information is being provided pursuant to the investigation and examination authority of the 
OCC, and JPMorgan respectfully requests that the information contained in this letter and the 
other documents referenced herein, as well as JPMorgan’s responses to all previous OCC 
Supervisory Letters (in the aggregate referred to herein as the “Confidential Materials”) be 
afforded confidential treatment under 12 C.F.R. § 19.181, 12 C.F.R. part 4, and the Freedom of 
Information Act (FOIA), 5 U.S.C. § 552. The transmittal of this information is not intended to, 
and does not, waive any applicable privilege or other legal basis under which information may 
not be subject to production. The Confidential Materials constitute trade secrets or confidential 
commercial information, and therefore such records are subject to the exemption from 
mandatory disclosure under Exemption 4 of the FOIA, 5 U.S.C. § 552Cb)(4), In addition, the 
Confidential Materials are investigatory records obtained by the OCC in connection with a 
potential law enforcement proceeding, and therefore such records are subject, at least at present, 
to the exemption from mandatory disclosure under Exemption 7(A) of the FOIA, 5 U.S.C. § 
552(b)(7)(A). See, e.g., NLRB Robbins Tire & Rubber Co., 437 U.S. 214 (1978) (disclosure of 
witness statements prior to a NLRB hearing would interfere with the proceedings under FOIA 
Exception 7(A)).' Exemption 8 of the FOIA, 5 U.S.C. § 552(b)(8), protects from disclosure all 
materials, such as these, that are “contained in or related to an examination, operating, or 
condition report prepared by, on behalf of, or for the use of the OCC or any other agency 
responsible for regulating or supervising financial institutions. See, e.g., Gregory v. Federal 
Deposit Insurance Corp., 63 1 F.2d 896, 898 (D.C. Cir, 1980), quoting Consumers Union of 
United States, Inc. v, Heimann, 589 F.2d 531, 533 (D.C. Cir. 1978). 

These Confidential Materials are submitted to the OCC with our request that they be kept in a 
non-public file and that only die staff of the OCC will have access to them. Should the OCC 


' Moreover, as the Confidential Materials pertain to the activities of JPMorgan and not to the activities of 

any federal agency, we believe the documents may be exempt from disclosure pursuant to Exemptions 6 and 7(C) of 
the FOIA, 5 U.S.C, §§ 552(b)(6) and (bX7)(C), and protections available to JPMorgan under the Privacy Act of 
1974, 5 U.S.C. § 552a, Disclosure may also be prohibited under 18 U.S.C. § 1905, 


270 Park Avenue. A8th How. New York, New York 10017 
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receive any request for these documents, pursuant to the FOIA or otherwise, JPMorgan requests 
that the undersigned immediately be notified of such request, be furnished a copy of all written 
materials pertaining to such request (including, but not limited to the request and any agency 
determination with respect to such request), and be given an opportunity to object to such 
disclosure. In addition, should the OCC be inclined to grant the request, it is our expectation 
that, pursuant to the procedures required by Exec. Order 12,600, 52 Fed. Reg, 23,781 (1987), and 
12 C.F.R. part 4, we will be given ten business days’ advance notice of any such decision to 
enable the Bank to pursue any remedies that may be available to it. In such event, we request 
that you telephone our General Counsel, Stephen Cutler, at 212-270-3220, rather than rely upon 
the United States mail for such notice, If the OCC is not satisfied that these Confidential 
Materials are exempt from disclosure pursuant to the FOIA, we stand ready to supply further 
particulars and request a hearing on the claim of exemption.^ 

We look forward to continuing to provide you with updates on the issues described herein and on 
the CIO matter in general. Please do not hesitate to contact us should you require any further 
information or clarification. 


Sincerely, 



Mr. John Hogan 

Executive Vice President and Chief Risk Officer 


cc: Jamie Dimon, Labe Jackson, Stephen Cutler, Frank Bisignano, Matthew Zames, Doug 

Braunstein, Marianne Lake, Ashley Bacon, Gregg Gunselman, C.S. Venkatakrishnan, Martha 
Gallo, Lauren Tyler, Joseph Sabatini, Kamy Kasap, Shannon Warren. Cynthia Armine, Mike 
Kelly (PwC), Dianne Dobbeok (FRB), Om Arya (FDI 


’ The requests set forth in the preceding paragraphs also apply to any memoranda, notes, transcripts or other 
writings that are made by, or at the request of, any employee of the OCC {or any other government agency) and that 
(1) incorporate, include, or reiate to any of the information described above provided to the OCC (or any other 
government agency); or (2) refer to any conference, meeting, telephone conversation or interview between (a) 
JPMorgan or any of its agents or counsel and (b) employees of the OCC (or any other governmental agency). 
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Matters Requiring Attention 

Board and senior manaeement supervisioa requires strenethenlne. 


Redacted IqJ Uie 


Permanent Snbcommittec on Investigations 



M anagement Response 

The Firm has identified management failures regarding oversight of CIO activities, among them 
the failure to provide sufficient information to the Board of Directors that would have allowed 
the Board to exercise more rigorous oversight over CIO. For example, the risks posed by the 
strategies being pursued in CIO’s synthetic credit book were not appropriately elevated or 
brought to the attention of the Directors’ Risk Policy Committee (“DRPC”) and, therefore, were 
not elevated to the Board. As described in the Firm’s responses to earlier supervisory letters,* 
the Finn’s Board and senior management have taken comprehensive steps to ensure that there is 
continuing effective engagement and oversight of all lines of business and other revenue or risk- 
generating activities across the Firm. 

Firmwide Risk Self-Assessment 

In May 2012, the Firm, under the guidance of its new Chief Risk Officer (“CRO”), mandated a 
self-assessment of the functions and effectiveness of the firmwide risk organization ("Fumwide 
Risk”). This entailed (1) a detailed self-assessment of all risk functions across all lines of 
business (“LOBs”) and Corporate Risk functions; (2) the development of action plans to 
remediate issues identified; and (3) remediation of the issues identified. 

At the same time. Firmwide Risk also launched an initiative to ensure that the issues identified 
within CIO did not exist elsewhere across the firm. Each LOB CRO and cross-LOB CRO 
reviewed the issues identified within CIO and was required to attest to the completion of any 

“rtecessaixremcdrahactions'identj'fied-bjrthe-fcOB-revtew^andTo-pTOvide-doeuraeirtatiott 

supporting completion of the remediation. Each LOB CEO also w'as required to sign off on 


’ SeB the Firm’s October 5, 2012 response to Supervisory' Letter #20!2-33 (the “October 5 Letter”); the 

Firm’s October 1 1, 2012 response to Supervisory Letter #2012-40 (the “October 1 i Letter"); the Firm’s December 
4, 2012 response to Superv'isory Letter #2012-52 (the “December 4 Letter”); the Firm’s December 13, 2012 
response to Supervisory Letter #2012-53 (the “Decernber 13 Letter"); and the Firm's January 4, 2013 response to 
Supervisory Letter #2012-59 (the "January 4 Letter"), Each letter is attached and incorporated by reference herein, 

1 
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completion of the action plan, along with the LOB’s Risk Committee and the Firm’s CRO and 
Deputy CRO. The main areas of focus for this review included: Model Governance & 
Implementation, Market Risk & Governance, and Risk Independence. In Model Governance & 
Implementation, die Firm focused on conducting an evaluation of material drivers of the Firm’s 
VaR and broadening the model approval process to encompass implementation and ongoing 
monitoring. Within the category of Market Risk & Governance, the Firm focused on: (1) the 
appropriateness of the limit structure relative to risks undertaken; (2) the appropriateness of the 
risks undertaken; (3) policy, response and escalation process concerning limit breaches; and (4) 
consideration within LOB Risk Committees of liquidity and concentration in positioning. 

Within the category of Risk Independence, the Firm reviewed its firmwide, as well as LOB- 
specific, risk committee structure and governance, and re-emphasized the CIO CRO’s reporting 
line to the Finn CRO. 

The Firm has now undertaken, or is in the process of undertaking, substantial remedial measures 
to address the concerns arising from this self-assessment.^ As described in more detail below, 
this includes: (1) reforming the Firm’s Model Risk Policy, which governs model development, 
review, approval and monitoring; (2) reconstituting the risk management function within CIO, 
including overhauling the CIO Risk Committee; (3) reviewing and, where appropriate, revising 
market risk limits across all LOBs; (4) strengthening the Firm’s processes across all businesses 
to escalate aged or significant limit excessions; (5) restructuring the Risk Operating Committee 
to increase the focus on identifying and implementing best practices where appropriate across 
LOBs; and (6) improving the presentation and delivery of infonnation to the Firm’s Board 
(specifically, the DRPC).^ 

More than 65% of the critical action plans identified have been closed. The goal is to have the 
remaining critical action plans completed by year-end 2013. The Firm’s progress is actively 
tracked and reported monthly to the CRO and Deputy CRO, as well as to the OCC staff during 
standing meetings. 

Revising the Firm 's Model Risk Policy 

The Firm has substantially revised its Model Risk Policy, which governs model 
development, review, approval and monitoring. The objective of the changes is primarily 
to improve the Finn’s governance of models. Among other things, the changes clarify 
the re.sponsibility of the Model Risk and Development (“MRaD”) group to periodically 
consider the soundness of the operational environment and effectiveness of the Finn’s 
models, and to highlight any noted shortcomings to the LOB for remediation, as 
discussed in additional detail below. Additionally, beginning in 2013, compliance with 
Firm standards will have to be attested to by the LOB, and will be evaluated in the 
normal course of internal audits. The Firm will also emphasize model implementation 
testing, as well as ongoing performance monitoring and assessment. MRaD, which is 
now required to sign off on closure of all model-related Action Plan items, has received 
enhanced staffing and established a Model Governance function. The primary role of tliis 


See the October 5 Letter, which outlines the Firm.’s targets for completing its action plans. 
See also the December 4 Letter, which describes changes to the Firm’s Risk function. 
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team is to oversee the implementation, use and performance of models, which includes 
interacting with model users and closing Action Plans, as appropriate. 

Risk Management Function 

The Firm has substantially reconstituted the risk management function within CIO, The 
Firm has overhauled and expanded the coverage of the CIO Risk Committee, now the 
CIO, Treasury and Corporate Risk Committee (“CTC Risk Committee”). This 
Committee, which meets weekly, now includes representatives from CIO, Treasury and 
Corporate, including the Firm’s CRO, Deputy CRO and CFO, as well as other key senior 
management from within and outside of CIO, in order to ensure greater consistency 
across the Firm’s various LOBs. 

The Firm also has appointed a new CRO for CIO, Treasury and Corporate who, as 
discussed below, has hired a significant number of additional risk management personnel, 
including senior-level officers, to extend the capacity of that risk function. 

Market Risk Limits 

The Firm has reviewed and, where appropriate, revised market risk limits across all of its 
LOBs and introduced additional granular and portfolio-level limits. As part of its 
ongoing risk management governance, the Firm continues to conduct periodic reviews of 
existing limit structm-es. Additional information regarding revisions to CIO-specific 
limits is provided below. 

Strengthening Processes to Address Limit Excessions 

The Firm has strengthened its processes for dealing with limit excessions across all 
businesses. Aged or significant excessions must be escalated promptly to senior 
management and to risk committees. All valid or “under investigation” limit exoessions, 
whether at the LOB or firmwide level, that are in excess for three business days or longer 
or are over limit by 30% are escalated to the LOB CEO, CRO, and Market Risk Head, as 
well as to the Firm’s CEO, CRO, co-COO, Deputy CRO/Head of Fimrwide Market Risk 
and the Firmwide Risk Committee. 

For CIO, the CTC Risk Committee receives a weekly report of all limits that are in 
excess of 80% utilization. Any valid excession requires that the business promptly take 
steps to reduce exposure to within limit, unless a one-off approval for a limited period of 
time is granted by the persons responsible for setting the limit. Changes to limits are 
discussed and approved by the CTC Risk Committee. 
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Restructured Risk Operating Committee 

The Firm has reviewed its Risk Operating Committee structure and governance and 
restructured this committee to increase the focus on identifying and implementing best 
practices where appropriate across LOBs. As discussed in greater detail below, the 
Firm’s risk governance structure was enhEmced to include the creation of a Finnwide 
Risk Committee and a Risk Governance Committee. 

Information Provided to the DRPC 

The Firm has put in place a two-fold process to ensure continued adequate transparency 
and appropriate escalation to firmwide senior management and the Board, directly or 
through its committees. This includes; (1) a framework that details a schedule of items 
to be discussed with the DRPC at specified frequencies; and (2) a reiteration to each 
LOB/Coiporate'' CRO to raise issues of concern where they would benefit from the 
DRPC’s input and perspective. 

At each reguiariy-scheduled meeting, the Firm and LOB CROs discuss with the DRPC 
any concerns that could reasonably be expected to be material to the Firm or to an LOB, 
and actions that have been planned or taken to address those concerns. All LOB CROs, 
as well as the Head of Country Risk, now attend every DRPC meeting (regardless of 
whether they are scheduled to make a formal presentation) and are asked to highlight 
matters of particular importance. If significant risk management issues develop between 
meetings of the DRPC that the CRO believes could have a material adverse impact on the 
Firm, the CRO will promptly report such issues to the Chairman of the DRPC. 

Additionally, significant enhancements have been made to risk reports presented to the 
DRPC, The CRO submits a report to the DRPC and to the Audit Committee concerning 
the Finn’s risk management control environment, as well as any material issues regarding 
risk management raised by internal audit reports rated less than satisfactory, or by 
regulatory reports identifying MRAs, The DRPC also receives various other reports, 
including reports regarding the Firm’s credit risk profile, concentrations, limit excessions, 
credit and valuation reserves, and firmwide VaR and stress limits. Finally, the reporting 
for Corporate Risk is now consistent with that of the LOBs in format and content, and the 
Corporate CRO presents as part of the standing agenda at each DRPC. 

Oversight and Control Grou p 

As detailed in the Finn’s October 5 Letter, the Firm has also taken an important step with the 
establishment of the Oversight and Control Group. The Oversight and Control Group, led by its 
Co-Chief Control Officers, is responsible for solidifying an effective control framework and 
looking within and across the LOBs to identify and remediate control issues with a sense of 
urgency regardless of the source. Oversight and Control will work closely with all control 
disciplines - partnering with the Firm’s Compliance, Risk, Audit and other functions. 


“Corporate” refers to the CIO, Treasury and Corporate businesses collectively. 
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Weaknesses Identified in Prior OCC Siroenfisorv Letters 

With respect to the observations noted regarding weaknesses identified in prior OCC 
examinations, specifically, weaknesses regarding model approvals and risk weighted assets 
(“RWA”), audit coverage, VaR model and CIO risk management, and CIO valuation 
governance, the Finn has taken substantial action, as indicated in the Firm’s responses to earlier 
Supervisory Letters* and as described herein. An overview of some of the key actions is as 
follows: 

Model Approvals and Risk Weighted Assets, VaR Model Risk Management 

As described in the Firm’s October 5 Letter, given the evolving regulatory landscape and 
the importance of maintaining the Firm’s strong capital position, the Firm established the 
Regulatory Capital Management Office. This group reports to the CFO and works closely 
with the Finnwide Oversight and Control Group (described above), with responsibility 
for: centralizing end-to-end RWA management, calculation, validation and reporting; 
regulatory capital policy interpretation and implementation; corporate capital planning 
and analysis; corporate capita! stress testing; and, independent review of regulatory 
capital. 

In addition, the Firm wil! deliver to the OCC by March 31, 2013, for supervisory review, 
a proposal detailing a significantly restructured and enhanced governance and operational 
process to: (1) identify VaR and other specific risk models requiring regulatory approval; 
(2) file requests for such approvals in a timely fashion; (3) track the status of approvals; 
and (4) escalate any issues within the Firm and to relevant regulatory agencies as 
appropriate. The Regulatory Capital Management Office wil! be responsible for this 
process. 

As discussed in the December 13 Letter, the Firm has been taking significant steps to 
enhance its MRaD organization and applicable policies. The Firmwide Model Risk policy 
was updated and published on September 28, 2012. Notable changes to the policy and 
notable additional actions include: 

• Clarification of the roles and responsibilities of all groups involved in the model 
review process. 

• Expansion of the scope of the role of the Model Risk Officer (“MRO”), which has 
been converted to a fbil-time position. MROs have since been identified and are 
functioning in their new capacity, 

• Introduction of the role of Model Manager. Model Managers support the MROs by 
performing a number of clearly-identified activities and working with model 
developers, model users, and risk and valuation professionals to enhance the overall 
model control environment. As of December 12, 2012, a total of 45 MROs and 


For additional detail, see the January 4, December 13, December 4, October 1 1 and October 5 Letters. 
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Model Managers were named to positions in MRaD. The Firm is in the process of 
increasing the team staffing, with a target of 58 professionals. 

• Expansion of the scope of MRaD to include additional oversight of model 
implementation and ongoing performance assessment. 

• Requirements related to Tier 3 models^ changed from requiring testing to be 
performed only by the model developers or users to also requiring review by MRaD 
to ensure that the model is functioning as designed. 

• Introduction of additional model governance forums in November 2012, including; 

o The Pipeline Forum, which meets weekly, prioritizes and tracks the execution of 
model reviews and the opening and closing of related action plans for each 
business. 

o The Supervisory' Forum, which enables mode! management-related issues to be 
escalated in order to obtain informed outside guidance, as well as improved 
oversight of MRaD activities. This includes members of MRaD’s senior 
management and several Managing Directors from relevant areas outside of 
MRaD. 

• Documentation and independent review of all VaR methodologies, and creation of a 
centralized, dedicated VaR Methodology and Development team. Professionals for 
this team will be recruited from within and outside the Firm through the first half of 
2013. 

• The Firm has also conducted a spot review of significant drivers of VaR throughout 
the Firm, including in CIO, to ensure accuracy of the Firm’s 10-Q VaR, In CIO, that 
spot review' involved confirming that all of the positions comprising the CIO 10-Q 
VaR were being captured accurately, and included a comprehensive one-day check to 
ensure accurate data feeds into the CIO VaR model; a horizontal review to identify 
data quality issues among key data streams and a comparison with third-party data 
sources, where possible; a comparison of calculators identified in approved model 
reviews with those actually employed; a review' of the process used to identify and 
separate lO-Q VaR vectors; and, resolution of then-outstanding model issues 
identified as “high” importance. 

• The Finn has endeavored to increase communication of VaR model changes to its 
regulators, including the OCC. 


‘ The Finn assigns models to one of three categories depending on the risk the model presents to the Firm. 

Model category is determined through a subjective process, based on (1 ) model complexity, (2) economic 
consequences of the business activity for which the model is applied, and (3) the extent to which model outputs 
influence the Firm’s financial statements, regulatory reporting or business decision processes. Tier 1 models are 
determined to have the most risk; tier 3 models are determine to have the least risk. 
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Audit Coverage 

As described in the Firm’s October 1 1 Letter, the Firm has taken steps to enliance the 
Finnwide Internal Audit fimction and expects to complete the remaining work by 
September 2013. Among otlier things, these steps include: 

• Enhancement of the audit quality assurance program to include an assessment of 
overall audit coverage. The program will facilitate an end-to-end approach that 
encompasses all activities of an audit team {e.g., audit plan structure and 
administration, audit coverage, risk assessment, audit results, management reporting 
and continuous auditing). In addition, the enhanced quality assurance program will 
enable a more thorough evaluation of conformance to audit policies, such as those 
pertaining to audit workpaper documentation. 

» Implementation of a formal Subject Matter Expert program to enable more 

comprehensive and consistent audit coverage of certain topics. Responsibilities will 
include, but are not limited to: (1) building and maintaining expertise in applicable 
subject areas, including ongoing training and understanding of industry practices; (2) 
developing standard audit programs; (3) promoting consistent audit coverage across 
businesses; (4) participating in applicable audits to provide insight on risks and scope 
of testing; (5) sharing emerging trends and issues across audit teams to effect changes 
to planned coverage; and (6) determining staff training strategies. 

• Quality assurance reviews of continuous auditing activities across all audit teams will 
be conducted. The results of these quality assurance reviews will be a critical input to 
the management oversight responsibilities of the Audit Management Team. 

• Regarding CIO activities, by January 3 1 , 201 3, the audit plan structure will he 
reevaluated and revised as appropriate. CIO risk assessments will be completed at a 
more granular level and audit coverage will be commensurate with the associated 
levels of risk. 

• Internal Audit is enhancing its audit capabilities with respect to Risk in particular. 
This includes formally designating subject matter experts who participate in 
applicable audits to provide insight on risks and scope of testing. Additionally, 
Internal Audit is formally represented on the CTC Risk and CIO Business Control 
Committees. The Chief Auditor has attended and will continue to attend the CTC 
Risk Committee meetings, while the Senior Audit Manager in charge of CIO audit 
coverage is the Internal Audit representative at the CIO Business Control Committee 
meetings. 

Enhancements to CIO Valuation, Reporting and Other Processes 

As described in the Firm’s January 4 Letter and below, the Firm has taken significant 
steps to enhance the fiimwide and CIO vduation process. Among other things, there is 
increased management oversight and governance with respect to the CIO valuation 
process, with direct engagement and oversight by the CIO CFO and Controller. 
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Additionally, a new CIO Valuation Control Policy was issued in July 2012, which clearly 

outlines the responsibilities for VCG and details the valuation control process, including 

pricing sources, thresholds, fair value adjustments, and escalation and reporting 

requirements. 

CIO has also enhanced its key business processes and reporting. For example; 

• The daily Global Risk and Senior Management Reports provide management with 
detailed P&L and a consolidated and transparent view of all CIO risk positions; 

HisSibHionlhciudEs^Ihe FfrinTOdeXEDTCRDEDefinty^ CKCTanclVtECOOIri addiBotT 

to senior managers within CIO. 

• A more granular and comprehensive limit structure, consisting of VaR, Stress, Non- 
Statistical Single Name Position Risk, Asset Class Concentration and Country Limits, 
has been implemented. 

• Since May 2012, the CTC Risk Committee has implemented more than 200 new or 
restructured risk limits covering a broad set of risk parameters, including geographic 
and concentration risks. While CIO has effectively closed out all its positions in the 
Synthetic Credit Portfolio, prior to closing out those positions, a number of new, 
granular limits were applied to that portfolio beginning in May 2012. 

• Senior management is informed of CIO’s risk profile and any changes through 
monthly discussions at the CTC Risk Committee. 


Redacted by the 

Permanent Subcommittee on Investigations 


Management Response 

The Finn remains committed to ensuring that risk management and control staffs have the 
knowledge, skills, resources and support to challenge front office strategies, activities and 
positions. The Firm has taken various steps, including the following, to ensure that risk 
management and control staffs have the necessary tools and independence to do so. 

Firmwide Risk Management and Control Staffs 

As discussed below', a Firmvride Risk Committee has been created. Tliis Risk Committee 
includes key senior management officials, including the Firm’s CRO, Deputy CRO and CFO. 
With the establishment of this Committee, the Firm has ensured greater consistency across its 
-vari0Us4XtBs.mid-provided-an-esealatioftp©int-forr:4sktopiGsai3d.other is-sues, — 

The Firm has also instituted a Firmwide Valuation Control Group (“VCG”) and a Firmwide 
Valuation Governance Forum (“VGF”). The Finnwide VCG integrates all valuation control 
teams in the Firm under the same organizational structure, allowing further dialogue on best 
practices and consistency. The VGF oversees the management of risks arising from valuation 
activities conducted across the Firm. The Firmwide VGF is chaired by the Firmwide Head of 
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VCG, and its membership includes the Corporate Controller, the Deputy CRO, the LOB CROs 
and Controllers of the Corporate and Investment Bank, Mortgage Bank and CIO, the CFOs of 
the Corporate and Investment Bank, CIO and Asset Management, and the head of MRaD. ITie 
Firmwde VGF meets twice per quarter to review issues and matters relating to valuation, the 
VCG function and related issues, and to address issues elevated to it by the LOB VGFs. 

CIO Risk Management and Control Staffs 

The Firm has established consolidated management oversight across CIO, Treasury and other 
Corporate activities. Specifically, the management of these business activities has been brought 
together under the new Co-Chief Operating Officer of the Firm. Moreover, as detailed above, in 
order to address the findings of the firmwide self-assessment, the Firm has also overhauled the 
CTC Risk Committee to firrther improve linkages between Corporate activities and to ensure 
greater consistency across the Firm’s LOBs. 

New CIO Leadership Team 

Immediately following the May 2012 announcement of losses in CIO, a new CIO 
management team w'as put in place. This includes a new Chief Investment Officer, W'ho 
serves as the CEO of CIO. A number of other experienced, tested professionals, are 
applying their knowledge of best practices to their new roles in CTO. These professionals 
have been appointed to key positions, including CFO of CIO; Chief Risk Officer for 
CTC; Chief Investment Officer for EMEA; CIO Global Controller; General Counsel for 
CIO and for Markets in the Corporate and Investment Bank; and the Chief Auditor and a 
Senior Audit Manager. With these new appointments, the Finn has reconfigured the 
entire team with strong and knowledgeable individuals who have brought more rigor to 
the management of CIO. At the same time, this new team has established stronger 
linkages within CIO by introducing formal lines of communication across the various 
regions. The CTC CRO reports directly to the CRO of the Firm and is the co-chair, along 
with the Co-Chief Operating Officer of the Finn, of the CTC Risk Committee. 

Increased Resovrces in Key CIO Support Functions 

As noted above, the Firm has increased resources in key support functions. Since May 
2012, the CTC Risk function has hired 22 new professionals and continues to seek to 
recruit an additional 14 professionals. These hires have added expertise in emerging 
markets, securitized products, credit (single name), municipal bonds, and interest rates 
and currency trading to the Market Risk Coverage teams. Many of these hires were from 
interna] Risk Management functions (Market Risk, Credit Risk, CFG and Principal Risk), 
thereby bringing to CTC Risk best practices from other areas of the Firm. The CTC 
function has also created new, specialized functions, including a Treasury Risk and Other 
Corporate Risk coverage team, a Global Business Management function and a Credit 
Risk Management function. 

As noted above, the CIO Finance function was reorganized with a newly appointed 
Global CFO and Globa! Controller. It also increased key resources by hiring experienced 
finance personnel from within and outside of the Firm. Additions have included a new 
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Head of CIO VCG, a Global Control Officer, a Senior Controller in North America CIO 
and a new CFO for EMEA CIO, ' 

Risk Management Training 

CTC Risk has a strong focus on training, and recent initiatives for CTC Risk personnel 
have included training regarding Reputation Risk, Credit Risk Management and Limits 
Monitoring and Country Risk. There are also product-specific teach-ins conducted by 
seasoned Risk professionals and portfolio managers, and a weekly Global CTC Risk 
Team Meeting enables personnel across CTC Risk to communicate effectively across 
regions and products. In addition, as appropriate, portfolio reviews, functional 
overviews, methodology updates and policy changes that are presented at the CTC Risk 
Committee meetings are shared with the CTC Risk team, 

Redacted by the 

Permanent Subcommittee on Investigations 

Management Respons e 

As discussed in detail in the Finn’s October 5 Letter, and noted above, tlte Finnwide Oversight 
and Control Group is tasked, among other things, with ensuring that MRAs are fully and 
effectively remediated in a timely manner. The Chief Control Officers meet on a bi-weekly basis 
with OCC, Fed and FDIC examiners to discuss the status of responses to Supervisory Letters, 
MRAs and other open issues or questions. 

The Group’s two components, the Central Control Team and Line of Business/Functional 
Control Officers, each play a role in ensuring that MRAs are addressed. The Centra! Control 
Team is responsible for diagnosing MRAs for trends and patterns. This includes identifying the 
number, status and root causes of MRAs identified by the OCC, LOB Control Officers, senior 
officers with the stature and seniority within the Firm to provide credibility to the remediation 
process, are responsible for managing the Firm’s response to IvIRAs by confirming current status 
and action plans, verifying detailed execution plans, prioritizing the list of open issues, verifying 
that all matters that have been completed, reviewing all high severity items {e.g., MRAs, audit 
action items) on an ongoing basis, ensuring that appropriate resources are devoted to resolving 
the matters, and reconciling the inventory of matters with the Firm’s regulators. Additionally, 
the Firm also is leveraging the “Keys” process for MRAs that is already in place in the Mortgage 
business, so that a fonnal review process is conducted to confirm that MRAs have been closed 
appropriately.^ 

Significant progress has been made since the Firm initiated this effort. The Firm has developed a 
control framework, detailed roles and responsibilities, appointed senior Control Officers with 

regulatory issues and recommendations. Control Officers have begun implementing the 



The “Keys” process is a process by which regulatory MRAs are reviewed and addressed. Representatives 
from Audit, Operational Controls, Technology, l«gal. Risk, Finance and Compliance participate in the process, as 
appropriate. 
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framework, and have revdewed regulatory issues for themes and patterns. The Firm is continuing 
its work to operationalize the control framework by; (1) developing a robust process to review 
issues, engage senior management early, address root causes, and apply resolutions from one 
area of the Firm to all other relevant areas; and (2) establishing a platform to maintain relevant 
data. Centralizing this function will create consistency in the MRA review process, and provide 
the Finn an opportunity to consider whether similar issues exist across functions. 

Firm-mde Governance Processes require strenethenine. 


Redacted by the 

Permanent Subcommittee on Investigations 


Management Response 

To ensure that risk management and other control functions have sufficient resources and 
support, the Firm has been working to, enhance the Finn’s governance framework, both firmwide 
and specific to CIO, 

Firm Risk Governance 


The Firm has reviewed and substantiafly enhanced its risk structure and governance through, 
among other things, the establishment of new and more robust committee structures. Those 
committees include; 


Risk Governance Committee . This committee meets monthly and focuses on risk 
governance and other policy matters, risk analytics, model governance, Basel/reguiatory 
issues, risk appetite, and updates to firmwide risk programs in the areas of compliance, 
liquidity and operational risks. The Firm’s CRO, CFO. Controller, LOB CROs, CRO, 
and personnel from Legal, Compliance, Audit, and Regulatory Policy participate in these 
meetings. 


Firmwide Risk Committee . This committee focuses on business activity, including by 
conducting periodic reviews of firmwide risk appetite and certain aggregate risk 

and for certain limit breaches pursuant to the limits policy, and considering relevant 
business activity issues escalated to it by LOB CROs and CEOs. It meets monthly and 
participants include the Firm’s CEO, CRO, Deputy CRO, LOB CEOs, CIO, General 
Counsel, Chief Auditor, Compliance Head, Regulatory Policy Head, Consumer Risk 
CRO. Wholesale Credit Risk CRO, MRaD Reputation Risk Officer, Country Risk Head, 
Corporate Risk CFO and Chief Administrative Officer, and LOB risk officers. 
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Risk Maiagement Business Control Committee . This committee meets quarterly and 
focuses on the control environment within the Risk organization, including outstanding 
action plans, audit status, operation risk statistics (such as losses, risk indicators, etc,), 
compliance with critical control programs, and risk technology. Participants in these 
meetings include the CRO, Deputy CRO, LOB CROs, Risk CFO and Risk Chief 
Administrative Officer, Operational Risk Head, and personnel from MRaD, Audit and 
Compliance. 

Risk Operating Committee . This committee focuses on risk management, including 
setting risk management priorities and escalation of risk and other issues brought to its 
attention. Participants include the CRO, LOB CROs, as well as the Risk Human 
Resources and Risk Chief Technology Officers. 

The Firm also created new senior firmwide risk positions: 

Deputy CRO/Head of Firmwide Market Risk , who is responsible for the review and 
assessment of firmwide market risk. This includes managing the Firm’s risk appetite and 
risk limits, risk mitigation strategies, working with the CRO to lead and develop the 
Finn’s risk organization, and directing the Firm’s market risk coverage resources. 

Wholesale Chief Credit Officer ('“WCCO”') . who reports to the CRO and is responsible 
for credit risk across all wholesale businesses. In this capacity, the WCCO will: chair a 
Wholesale Credit Risk forum to ensure better communication between each business and 
across all risk functions; work with LOB CROs to identify and effectively manage key 
credit risks and concentrations across the wholesale businesses; and, partner with the 
LOB CROs to engage in initiatives across wholesale lines of business, including defining 
credit risk appetite and setting appropriate limits, supporting key growth initiatives while 
maintaining strong credit risk management controls, coordinating regulatory responses, 
building a credit risk stress framework, and enhancing credit risk reporting and credit risk 
systems. 

Cross-LOB Risk Officers , who are responsible for identifying and implementing best 
practices, which promotes consistency of enterprise risk management processes and 
practices. The Cross-LOB Risk Officers review specific risk types across the Firm, 
including country risk, risk policy, model risk and development, market risk, reputation 
risk, consumer credit risk and wholesale credit risk. 

ClO-.specific Governance 

As detailed above, the CTC Risk Committee has been significantly enhanced by the inclusion of 
senior management from within and outside of CIO, including members from Treasury and 
Corporate. Additional new and more robust committee structures have also been instituted 
within CIO, including weekly CIO Investment Committee meetings, and monthly Business 
Control Committee meetings. 

The Firm has also hired experienced professionals for CIO VCG, including a new head of 
Corporate VCG as well as three new regional CIO VCG heads, including for EMEA VCG. The 
Finn also established a Corporate VGF under the umbrella of the Firmwide VGF. The CIO VGF 

12 

270 Park Avenue, 48th Boor, New York, New York 10017 


JPMorgan Chase & Co. 


PSi-OCC-22-000015 



2535 


JPMorgan Chase & Co. 

is responsible for understanding and managing the risks arising from valuation activities within 
CIO and for escalating key issues to the Firmwide VGF; the VGF meets monthly. 

Furthermore, Corporate Business Reviews, ■which include CIO, are to be conducted ■with 
increasing frequency and with the same rigor as similar revie^ws for the Firm’s clienCfacing 
LOBs. 

Structural Risk Manseement Practices Need StreBetbenins, 


Redacted by the 

Permanent Subcommittee on Investigations 


Management Response 

CIO makes mvestments to offset interest rate and foreign exchange risks that are allocated to 
CIO from the LOBs. As discussed above, these investments are subject to applicable risk and 
portfolio metrics, as well as duration/curve profile, portfolio allocation guidelines and correlation 
analyses and sensitivities. CIO is also in the process of creating sector benchmarks that ■will be 
used to evaluate product level performance. 

As also discussed above, CIO no longer engages in the type of trading that generated the losses 
in the Synthetic Credit Portfolio and has refocused on its core mandate of traditional Asset and 
Liability Management (“ALM”). The majority of CIO’s Synthetic Credit Portfolio was 
transferred from CIO to the Corporate and Investment Bank and the Firm effectively exited the 
remainder of the portfolio positions that remained in CIO in the third quarter of 2012. Any 
future credit hedge positions will be transparent, within applicable ri,sk limits and closely linked 
to a particular risk or set of risks that they are designed to offset. 

CIO’s hedging activities are governed by the Firm’s CIO Investment Policy, Consistent with the 
Firm’s CIO Investment Policy, CIO uses its Strategic Asset Allocation (“SAA”) portfolio, which 
i.s managed under an ALM framework, to offset the Firm’s interest rate and foreign exchange 
risks. In executing its role, CIO operates within a risk framework that is consistent -with 
firmwdde risk management policies and reflects the ALM and portfolio management aspects of 
its activities. For example, investment decisions will consider the Liquidity Asset Buffer (LAB) 

■■and^nonribAB'elrgrbiemssets^aHocatiDiians theriTim-tidheresrto-ltqmdity-reqiBTementsiiBder 

Basel III. 

The CIO’s MTM portfolio supplements its SAA portfolio and is connected to the ALM mandate 
of the group. MTM investments are made priorto making a strategic allocation of a particular 
product type in order to assess certain characteristics of the investment, such as liquidity. These 
investments are smaller in size, short-term and governed by tight risk limits, and the strategies 
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are reviewed periodically in accordance with the Firmwide Market Risk Limits policy. 
Discussions with Risk and senior portfolio management personnel take place as part of an 
ongoing process to review strategies with risk measures and P&L, 

Tlie CIO Investment Committee, which meets weekly, is chaired by the Chief Investment Officer 
and meetings sire attended by representatives of CIO Risk, Finance, Legal and Compliance, as 
well Corporate Treasury, Technology and Operations. The Investment Committee sets broad 
portfolio allocation targets that vary depending on the then-cnirent economic and market 
enviromnent. Allocations are executed by portfolio managers who operate within the parameters 
approved by the Investment Committee. The investment process takes into account safety and 
soundness, balance sheet efficiency and risk mitigation, all of which are central to CIO’s 
objectives for overall portfolio management process. Investment decisions are made based on a 
risk/reward framework that considers the relevant interest rate, credit, currency and other market 
risk factors as part of the investment process. Key attention in CIO is paid to tlie credit quality of 
potential investments and the ongoing credit monitoring of securities held. This encompasses 
fundamental credit analysis/due diligence, which is carried out by a global team of credit 
analysts prior to purchase and on an ongoing basis. 

As discussed above, both the SAA and MTM portfolios are governed by a combination of 
aggregate stress loss and VaR limits as appropriate. Additionally, asset class market exposure 
limits exist to manage concentrations of positions relative to market size and liquidity. The 
MTM portfolio is governed by a number of non-statistical MTM limits, in addition to VaR and 
Stress limits. Additionally, the portfolios are subject to the firmwide risk limits structures 
covered under the firmwide Market Risk, Single Name Position Risk, Country Risk and 
Counterparty Risk policies. Any changes to limits are reviewed and approved by the CTC Risk 
Committee. Limits are periodically reviewed and sized appropriately given new investment 
strategies and the size of the portfolio. 

Outside of CIO, the Firm has the ability to engage in macro hedges within the Corporate and 
Investment Bank, though it has not done so in more than a year. Any macro hedging, as well as 
normal-course hedging by any trading desk, would be treated like any other trading position in 
the Corporate and Investment Bank, and would be subject to the same risk framework and 
controls. 
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JPMorgan Chase & Go, 

Communication with OCC examiners needs streaethegine. 


j Redacted by the 

j Permanent Snbcommlttee on Investigations 


Management Response 

The new CIO leadersliip team, as well as senior Finn management, recognizes the importance of 
an open and transparent culture, including in its communications with the Finn’s regulators. The 
Finn has been working to improve CIO’s culture and communications - both internally and with 
regulators - to ensure full and timely escalation of and visibility into CIO’s activities as well as 
those of the LOBs. This culture of openness has been and continues to be reinforced at all levels 
of management 

The Firm understands and fully appreciates its obligation to keep the OCC fully informed of 
significant information and apologizes for any gaps in its communications with the OCC, On or 
about April 26, 2012, the Firm sent a team of senior personnel to London to, among other things, 
perform a thorough position-by-position review of the Synthetic Credit Portfolio, Though we 
did not know the nature and extent of the issues in CIO at that time, in hindsight, we wish we had 
advised the OCC of this effort and had not aw'aited further clarity before pro viding information 
to the OCC. While the Firm did provide P&L data to the OCC, we recognize that it would have 
been better to highlight potential issues and provide information on a real-time basis. Any 
incompleteness in the Firm’s communications was unintentional. 
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From: Lee, Kevin [mailto:Kevin.Lee@occ.treas.gov] 
Sent; Tue^ay, January 29, 2013 1:17 PM 
To: Murphy, Allison (HSGAC); Moore, Carrie 
Cc: Lee, Kevin 
Subject: RE; question 


Hi Allison. 


According to the examiners, all banks are required to have a process of independent price testing. 
It is called different things at different banks or investment companies, but it is a basic internal 
control process. 

Hope this is helpful. 

Thanks, 

Kevin 


From: Murphy, Allison (HSGAC) [ mailto: Allison Murphv@hsQac.senate.Qov] 
Sent: Tue^ay, January 29, 2013 9;‘12 AM 
To: Moore, Carrie; Lee, Kevin 
Subject: question 


Hi Carrie and Kevin, 


I had a quick question for one of the folks on your team. My sense is that Mike Kirk might be best 
situated to tell us an answer, or perhaps Fred Crumlish. We have talked to a number of folks about 
the Valuation Control Group process at CIO and we generally understand how that worked at 
JPMC. Can OCC tell us if valuation control groups are required at banks that deal in derivatives? 
Feel free to shoot an email back or call, whatever is easier. 


Thanks. 

Allison 


Allison Murphy 
Counsel 

U.S. Senate Permanent Subcommittee on investigations 
199 Russel! Senate Office Building 
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TRANSCRIPT OF AUDIO RECORDING OF JPMORGAN CHASE EARNINGS CALL 
WITH MEDIA ON APRIL 13, 2012 

PREPARED BY THE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 
Date: April 13, 2012 (Conference Call) 

Parties: Joe Evangelisti (JPMC); Douglas Braunstein (JPMC); Jamie Dimon 

(JPMC); Dawn Kopecki (Bloomberg); Tom Braithwaite (Financial 
Times); [reporter not specified] (Palmalo Mortgage News); Matthias 
Rieker (Wall Street Journal); Margaret Pepper [no affiliation provided] 
Identifier: https://dLdropbox.eom/u/35243775/JPM41 3, wma 


Moderator: Welcome, and thank you all for standing by. 1 would like to remind the 

participants that they will be in a listen-only mode for today’s conference 
call. I’ll be turning the conference call over now to your speaker for today, 
Mr. Doug Braunstein. Sir, you may begin. 

Mr. Evangelisti: Hey, everybody, it’s actually .Joe Evangelisti, so welcome to our first 

quarter earnings call. I’ve got Doug Braunstein, our CFO on the line, and 
we also have Jamie Dimon, our CEO on the line. Doug is going to start 
with some comments, and then we would be happy to answer any 
questions you have. Doug. 

Mr. Braunstein: Hey, so good morning, everyone, let me just give you a couple minute 

overview on the quarter. I’m sure as you now have seen, $5.4 billion in net 
income. We reported a $1.31 a share. That’s on $27.4 billion in revenues. 
Revenues are up 6% year-on-year; they are up 24% quarter-on-quarter; 
and we reported a return on tangible common equity of 16% this quarter. 
And if I step back, and just characterize the performance of the businesses, 
solid perfonnance across most of our businesses. We had real strength in 
the investment bank this quarter, and improvement, significant 
improvement, in mortgage banking, particularly year-over-year. There 
were really four themes in the quarter. 

The first is, we continue to see underlying growth in a number of our key 
business metrics, so wholesale loans are up 23% year-on-year, small 
business loans are up 35% year-on-year, credit card sales growth 12% up 
year-on-year, mortgage applications up 33% year-on-year, deposit growth 
in our branches up 8% year-on- year. And I think that growth reflects both 
underlying fundamentals as well as share gains in a variety of our 
businesses. 
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Mr. Evangelist!: 


The second theme as you look through the numbers is, credit continues to 
improve. On the consumer side in both mortgage and credit card 
improvements in delinquencies. Delinquencies, net charge-offs, were 
down; in credit cards 36% year-on-year, in mortgages 25% year-on-year. 
And then in wholesale, very stable and strong credit results. 

The third thing I think you see through the numbers is, we have had very 
positive markets in the first quarter, and that’s improved a number of our 
results quartcr-on-quarter and set some records for us as well. So in the 
investment bank you saw very strong flows in our underlying customer 
businesses in both fixed income and equity markets. If you take out some 
of the effects of DBA, the sales numbers for year-on-year comparisons 
were effectively flat with a very .strong quarter in 201 1 . You saw records 
set in assets under supervision and assets under management in Asset 
Management. You saw a record set, $17.9 trillion of assets under custody 
in TSS. We set a record for assets under management in our Chase Wealth 
Management business, almost $150 billion there. So strong markets- 
related performance. 

And then the last big theme I talk about is capital generation in the quarter. 
We reported a 10.4% Basel 1 tier 1 common ratio, an 8.4% pro-forma 
Basel III. That’s up 50 basis points. We added $6 billion to capital this 
quarter. And as you know, we also announced and raised the dividend this 
quarter and began a stock repurchase program under a new $ 1 5 billion 
authorization. 

And my last comment before I open for questions is, as we do every 
quarter, we have a number of significant items that we highlight at the 
very front of the press release. We’ll highlight at the very front of our 
earnings deck, clear and transparent. There were four of them this quarter. 
We had reserve releases; we took litigation reserves; we had a one-time 
gain from the WaMu .settlement; and we had DBA this quarter that was a 
negative. If you add all of those up, it would be a nine cent reduction in 
our reported earnings of a $ 1 .3 1 . So adding that back would be a reported 
number of a $1.40. With that, maybe 1 will just stop and open the floor up 
for questions for Jamie and 1, 

Okay, Kelly, we are ready for questions. 
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Moderator; 

Ms. Kopecki; 

Mr. Dimon: 

Ms. Kopecki; 
Mr. Braunstein: 


Thank you and at this time if you do have questions or comments, that is 
* 1 on your touch-tone phone. Please make sure you are recoding your first 
and last name. Again that is *1, it will be just one moment please. 

Our first question comes from Dawn Kopecki, your line is open. 

Hi Jamie, this is Dawn at Bloomberg. We have a story today about how 
you have transformed your CIO office into somewhat of a proprietary 
trading operation. I’m wondering how you think about that; is that 
something that you would agree with. The Volcker Rule hasn’t gone into 
effect yet. And also can you talk a little bit about those trades, and whether 
the regulators are looking at any of those. 

Doug is going to give you a big picture, and if that doesn’t answer all your 
questions, we will come back to it, okay? 

Okay. 

Dawn, Dawn just step back. The company generates liabilities in the form 
of deposits and generates assets in the form of loans. And those, we have 
more liabilities, we have a billion, a trillion-one in liabilities vs, $700 
billion worth of loans. And we take that difference and we invest it in 
order to manage that structural interest-rate risk between liabilities and 
loans, and that number, that difference has grown over time. And we 
invest that $360 billion today in a variety of very high-grade securities: 
mortgage-backed securities, government securities, high-ends of the credit 
spectrum. And that generates earnings for us and it also balances our 
interest-rate risk. In addition CIO balances our FX risk, our basis risk and 
a number of other risks. As part of that, they hedge against downside risk, 
because that’s the nature of protecting that balance sheet. And as part of 
that, we have had for many years a structural credit book that hedges 
against stress loss, meaning downturns in the credit market, 'fhese 
positions that you all have been writing about are just simply part of that 
structural credit book, which by the way, we have been reducing over 
time. And we are very comfortable with the positions that we have. And I 
would step back and say, all those activities I just described are very long- 
term in nature, because that’s the nature of the asset and liability mix for 
us. And they are consistent with both I think the spirit and the written rules 
of Volcker as we read them today. 
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Ms. Kopccki: 

Mr. Braunstcin: 


Ms. Kopecki: 

Mr. Dimon; 

Mr. Braunstein: 
Ms. Kopecki: 
Mr. Braunstein: 
Ms. Kopecki: 
Mr. Dimon: 

Dawn Kopecki: 
Mr. Dimon: 

Ms. Kopecki: 
Mr. Dimon: 

Ms. Kopecki: 
Mr. Dimon: 

Ms. Kopccki: 


Now it’s not ail used for hedging though, con'ect? You had said that you 
had some excess capital that you use to just invest, some of which goes to 
hedging and some of which doesn’t, correct? 

So it’s the very nature, Dawn, it’s the very nature of that structural 
mismatch. We, of course, invest. We have a big investment portfolio; it 
has to generate net interest income in order to cover those liabilities and 
make us balanced from an interest rate standpoint. And of course, when 
we put a dollar to work, we want to do so prudently and invest it in safe, 
smart and good returning assets. And that’s, that’s the job of CIO. 

Okay, and as part of that, you have a large book of European mortgage 
debt. Somewhere around $70 billion. Is that in your CIO office as well? 

Yes. 

Yes, 

Okay. Okay, thank you. 

We are a global firm. 

Oh, okay and — 

Doug should mention, we should mention that we do this around the 
world, because we create deposits around the world. And we are very 
conservative, and the portfolio does change over time as we change our 
views about various things. And that’s what we are supposed to do. 

But what does the European mortgage debt hedge? What is that hedging? 

We have deposits oversea.s — 

Okay. 

And we make investments around the world in various products, 
mortgages, credit as Doug said. 

Okay. 

It’s a big fixed income portfolio. Every bank, every bank has one, relative 
to the size of the bank. 

And are — 
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Mr. Evangelisti; 
Ms. Kopecki: 

Mr. Dimon: 

Mr. Evangelisti: 
Ms. Kopecki: 
Mr. Evangelisti: 
Moderator: 

Mr. Braithwaite: 


Mr. Dimon: 


Mr. Braunstein: 


Mr. Braithwaite: 


Dawn, we have to give somebody else a turn, and you can come back, all 
right? 

Well, just can they follow up with regulators, if regulators are looking at 
this? Last one. 

We are not going to talk about conversations with regulators, but they see 
everything and anything we do whenever they want. 

We are fully transparent with them. 

Okay, thank you. 

Thank you. Dawn. 

Thank you. Our next question comes from Tom, Sir, your line is open. 

Hi, it’s Tom Braithwaite. 1 wondered if could you talk a little bit about the 
mortgage business which seems to have benefited from HARP and the 
general refi[nance] climate. On the other hand, you have got another 
chunky litigation expense. 1 was just wondering, on the one hand, how far 
are we through the legacy issues and, on the other, what are you seeing 
today in the current trends? 

Let me just mention the revenue side, then Doug is going to talk about the 
litigation real quick. So on the revenue side, it is true, volumes were good 
but not great, but spreads were higher. So that, the results were better than 
they w’ould normally be by several hundred million dollars, because of 
that. I, we don’t expect that to continue forever. That moves around based 
upon flows, and volume and competition and some of that came out of 
HARP. 

So let me talk about the litigation for a moment, which is: We added $2.5 
billion to litigation primarily, predominantly related to the mortgage- 
backed issue. And 1 think if you just step back at this point, from a current 
standpoint we think we are both conservatively as well as 
comprehensively reserved for this issue. Absent material changes which 
could certainly change our views, you know we think it’s unlikely for us 
to add significantly to these reserves. But, you know, reserves can go up, 
they can do down based on those circumstances, but we feel where we are 
today, we feel very conservatively as well as comprehensively reserved. 

You said the mortgage-backed issue, you mean the mortgage label? 
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Mr. Dimon: 

Mr. Braithwaite: 
Mr. Braunstein: 
Mr. Dimon: 

Mr. Braithwaite; 

Mr. Dimon: 


Mr. Evangelisti: 
Mr. Dimon: 


Mr. Braithwaite: 

Moderator: 

Pamalo: 

Mr. Dimon: 

Palmalo: 


Private label. 

Private label. 

Yes. 

Private label reps, w'arranties and litigation. 

Got it, great. Can I just ask one more? Is this the ceiling for buybacks 
where the stock is right now? You have got this big program you can use, 
but is sort of $45 where you, where you won’t go? 

So here’s what it is. We have a $15 billion approval from the regulators. 
Obviously we would — I would have preferred to buy back stock around 
tangible book value, but we didn’t get that chance. We will, regardless of 
price, buy the $3 billion we approximately issue every year. We ju.st think 
that’s a good discipline. 

We issue that for employee compensation. 

Yeah, it usually ve-sts over time, but 1 think it’s good discipline that if you 
issue stock, you should buy it back so you keep it kind of balanced. And 
we will decide over time when and how we want to buy back the stock. 

We have organic growth. We’ve got investment opportunities. We 
obviously have to raise capital standards for Basel III. So we get to decide. 
We will buy less as the stock goes up. We will buy more as the stock goes 
down. We are not going to be completely transparent for obvious reasons, 
but it does not mean that over 45 we may not buy more. That decision we 
make every single day, based upon our view of the other opportunities. 

Thanks a lot. 

Thank you. Our next question comes from Palmalo. Your line i.s open. 

Hey, Palmalo Mortgage News. Just if you can give us an outlook on your 
plans to sell mortgage servicing rights. You have been selectively selling 
some MSRs here and there. Are you going to continue to be a net seller of 
MSRs. and can you give us an outlook on that? 

I wouldn’t count on that. That depends on the market for MSRs, and why 
we might want to do it. We haven’t sold a lot either. 

So you can give us no outlook on w'hat you are going to do? It depends on 
the market? 
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Mr. Dimon: 

Palmalo; 

Mr. Dimon: 

Palmalo: 

Mr. Evangelisti: 
Moderator: 

Mr. Rieker: 


Mr. Dimon: 


Mr. Rieker: 

Mr. Braunstein: 
Mr. Rieker: 

Mr. Braunstein: 


I just said I wouldn’t expect it, but we might. It depends you know on 
what people say and what the prices are, etc. 

Can you tell us about your continuing problems with buybacks with 
Fannie Mac and Freddie Mac? How’s that looking? 

You know, that’s getting better over time if you look at other things. And 
hopefully it will run down over time. We have said that we expected it to 
run about $300 million plus a quarter and eventually it will start going 
down. The big problems in the past have already been — are running 
through the pipeline here. 

Okay, thanks. 

Thank you. 

Thank you. Our next question comes from Matthias Rieker. Your line is 
open. 

Good morning. Can you talk a little bit about provisioning in the quarter? I 
assume the fact that the provision is up in some areas is a reflection of the 
strong loan growth you are seeing. Could you talk a little about that and 
the allowance, whether it might go up or down in the coming quarters or 
whether you have found a comparable level here? 

We took down reserves in mortgage and card, but though we are still very 
conservatively reserved. We took them down, because we have to. That’s 
the accounting rules. I think the other businesses, wholesale credit in 
general, is just excellent. I mean, charge-offs are extremely low in 
investment banking, in commercial banking. So there it was just kind of 
business as usual as we had [to] add things, as things go bad, as we have 
charge-offs, reserves get adjusted. We don’t expect material reserves 
takedown in the future. At one point we are going to have to take down 
mortgage reserves, as charges come down. 

But the provision went up from quarter over quarter in commercial 
banking and in cars and auto, no? 

A lot of that is just simply loan growth. 

Yeah. 

Simply pluses and minuses in the system. 
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Mr. Dimon: 


Mr. Rieker: 

Mr. Dimon: 


Mr. Braunstein: 

Mr. Dimon; 

Mr. Braunstein: 

Mr. Rieker: 

Mr. Dimon: 


It’s almost name by name. You know someone gets downgraded, we add 
to the reserves; someone gets upgraded, we take a little reserves down. 
Charge-offs are very low, and we’re just — this is steady state. Think of it 
as kind of steady state. You are always going to have in and outs, ups and 
downs. There’s nothing underlying it that is material. Recoveries, you 
have a whole bunch of things affecting that. 

And could you just work us through what you saw' in loan demand, 
particularly from the consumer set? Auto continues to be strong. Talk a 
little bit about what your plans are in student lending, cars; what you see 
in demand. 

So cars, both spend is way up. I think we are gaining share. And the actual 
loan balance is acting like we w'ould expect with some seasonality like w'e 
expect. Auto demand is strong, mostly because car sales are doing very 
well. Doug mentioned the importance. Middle market is up like 18%. And 
small business is up 35%. 

And middle market, not only is it up the 1 8-19% that .lamie talked about, it 
is actually a record level for us for middle market loans. We are feeling 
demand. 

It’s eight straight quarters. 

We are feeling demand. Some of that, again, is going to be market share 
growth, but some of that is real underlying fundamental demand. 

What is your feel about the economy at this point? 

You know, no one knows the future. But, in short, businesses are in very 
good shape. They are earning money; tliey are very well capitalized; they 
have a lot of cash. We think housing is getting very close to the bottom, 
and most of the - I wrote a page or two in my chairman’s letter about all 
the positives signs about housing. And the consumer is actually, if you 
look at debt service ratios, back to where it was 20 years ago. Because the 
consumer has both paid off debt, and there has been over a trillion dollars 
in write-offs. So consumer debt is down something like 1 5 or 20%, 
effectively. Some of that is not in the national accounts yet, but we know 
it’s there. Like debt is not being paid right now, and then you have had 
what 4 million jobs in the last 24 months. I know the recent data; 1 
wouldn’t overact to monthly data if 1 were you. It looks, it looks okay. We 
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Mr. Evangelist!: 
Moderator: 

Ms. Pepper: 

Mr. Braunstein: 

Ms. Pepper: 

Mr. Dimon: 

Mr. Braunstein: 

Mr. Dimon: 

Ms. Pepper: 


all wish we were a little bit stronger, and maybe we have a self, a 
strengthening recovery or not, we don’t know yet. 

Great, Thanks, 

Thank you. Our next question comes from Margaret Pepper; your line is 
open. 

Hi, couple of questions. One is that, although you’re talking about loan 
growth in various categories, if you look at the overall loan portfolio, it 
seems to be down just slightly, or if you want, flat. And the other thing is 
that NPLs seem to have picked up slightly. Can you explain what’s going 
on there? 

Yeah, so Margaret, on loan growth, the wholesale loan growth is up year- 
on-year, up quarter-on-quarter. What you are seeing in total is - you know 
we have been running otT this large mortgage, heritage mortgage portfolio 
from WaMu, and that’s the difference. And w'e have been very transparent 
about that’s going to run off. It ran off $25 billion in the last year. So 
that’s the loan story. On NPLs, year-over-year, NPLs went from $13.5 
billion down to $10.5 billion this quarter. So it is on a very positive trend, 
and we’d expect it to continue if the economy maintains its trajectory. 

But versus the last quarter, they are up slightly, right? 

[directed at Mr. Braunstein] Yeah, yeah, you can mention that. Go ahead. 

Yeah, so part of that is, there was some industry'- wide regulatory-led 
reclassification of some home equity loans. And so we added $1.6 billion 
to our number in the first quarter. We didn’t restate all the historical. That 
$ 1 .6 billion was fully reserved for, and 80% of it, 90% of it, is actually 
paying cuiTently, 

The important thing is that, because we have been very transparent about 
this, these are second mortgages that are paying behind delinquent firsts. I 
think we have mentioned way, a year ago, that w'e are reserving those, 
because we know they are going to go bad. This just simply puts them 
[injto the nonperforming category, before they’re nonperforming. That’s 
all it does. 

Okay, and just one more last question, if I may. The $2.5 billion that you 
added to litigation reserves, does that have anything to do with the Wells 
notice that you got this quarter? 
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Mr. Evangelist!: 
Ms. Pepper: 

Mr. Braunstcin: 

Mr. Dimon: 

Ms. Pepper: 

Mr. Evangelist!; 
Moderator: 


No. 


Is that reserved for? 

You know, we, we, a.s I said, we are taking a very comprehensive look. 
We take all of this, all of the pending suits, the prospector suits and as 
long as it i.s probable and estimable, we are putting it into reserves. And 
this addition this quarter is really a very comprehensive view of that. .All 
the factors, and I’ll just remind you those factors can change over time, 
and that will reflect itself in the reserving action. 

A lot of these things are duplicative. I mean we already got the lawsuit, 
and then we got the Wells notice; it’s just, it’.s the same thing. 

Okay, thank you, thank you. 

Thanks, Margaret. 

At this time I am showing no further questions. 

### 
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